CITY OF FAIR OAKS RANCH

MUNICIPAL DEVELOPMENT DISTRICT MEETING
Wednesday, October 12, 2022 at 4:00 PM
Public Safety Training Room, Police Station, 7286 Dietz Elkhorn, Fair Oaks Ranch

AGENDA

OPEN MEETING
1. Roll Call - Declaration of a Quorum

2. Pledge of Allegiance

CITIZENS and GUEST FORUM

To address the Board, please sign the Attendance Roster located on the table at the entrance in the
foyer of the Public Safety Training Room. In accordance with the Open Meetings Act, the MDD Board
may not discuss or take action on any item which has not been posted on the agenda. Speakers shall
limit their comments to five (5) minutes each.

3. C(Citizens to be heard.

CONSENT AGENDA
4. Approval of the July 13, 2022 Regular MDD Board meeting minutes.
Roy E. Elizondo, MDD Secretary

REPORTS
5. Q4 FY 2022 Financial Update and Investment Report.
Summer Fleming, MDD Investment Officer

6. Fair Oaks Ranch Civic Center Project status update.

Tobin E. Maples, AICP, City Manager
7. Small Scope / Small-Dollar Subcommittee Report.
Mike Lovelace, Small Scope/Small-Dollar Subcommittee Chair
8. Marketing and Project Opportunities Subcommittee Report.

Nick DiCianni, Marketing and Project Opportunities Subcommittee Chair

CONSIDERATION / ACTION ITEMS

9. Consideration and possible action authorizing the MDD President to sign a Professional
Services Agreement for Auditing Services with ABIP, P.C.

Summer Fleming, MDD Investment Officer
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MUNICIPAL DEVELOPMENT DISTRICT MEETINGAGENDA October 12, 2022

10. Consideration and possible action to amend the MDD Financial Management Policy by
adding Subsection G. Grant Award Disbursements, under Section VI. Expenditure Control.

Roy E. Elizondo, MDD Secretary
ADJOURNMENT

Signature of Agenda Approval: _s/ Laura Koerner

Laura Koerner, President

I, Amanda Valdez, TRMC, Deputy City Secretary, certify that the above Notice of Meeting was posted
on the outside bulletin board at the Fair Oaks Ranch City Hall, 7286 Dietz Elkhorn, Fair Oaks Ranch,
Texas, and on the City’s website www.fairoaksranchtx.org, both places being convenient and readily
accessible to the general public at all times.

As per Texas Government Code 551.045, said Notice was posted by 4:00 PM, October 09, 2022 and
remained so posted continuously for at least 72 hours before said meeting was convened.

The Fair Oaks Ranch Police Station is wheelchair accessible at the front main entrance of the
building from the parking lot. Requests for special services must be received forty-eight (48)
hours prior to the meeting time by calling the City Secretary’s office at (210) 698-0900. Braille is
not available.

CITY OF FAIR OAKS RANCH, TEXAS b
age 2




Item #4.

CITY OF FAIR OAKS RANCH

MUNICIPAL DEVELOPMENT DISTRICT MEETING
Wednesday, July 13, 2022 at 4:00 PM
Public Safety Training Room, Police Station, 7286 Dietz Elkhorn, Fair Oaks Ranch

MINUTES
OPEN MEETING
1. Roll Call - Declaration of a Quorum.
Present: President Laura Koerner, Vice President Nicholas DiCianni, Secretary
Roy Elizondo, Treasurer Mike Lovelace, Rachelle Garcia, and Steven
Robertson.
Absent: David Fairhurst

With a quorum present, the meeting was called to order at 4:00 PM.

2. Pledge of Allegiance - The Pledge of Allegiance was recited in unison.

CITIZENS and GUEST FORUM
3. Citizens to be heard - No guests spoke.

PRESENTATIONS

4. Presentation regarding litigation on Rule 3.334, Local Sales and Use Tax, of the Texas
Administrative Code.

Dan Santee, MDD Attorney presented an explanation of how sales tax is allocated under the
current Texas Law. In addition, Mr. Santee explained the status of litigation between City of
Round Rock and the State Comptroller and the effects that litigation could have on the rules for
allocating sales tax.

CONSENT AGENDA
5. Approval of the April 13, 2022 Regular MDD Board meeting minutes.

MOTION: Made by Treasurer Mike Lovelace, seconded by Vice President Nicholas DiCianni,
to approve the April 13, 2022 Regular MDD Board meeting minutes.

VOTE: 6-0; Motion Passed.

REPORTS
6. Q3 FY2022 Financial Update and Investment Report.

Summer Fleming, MDD Investment Officer, presented the Fair Oaks Ranch Municipal
Development District Quarterly Financial Report for the period ending June 30, 2022.
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MUNICIPAL DEVELOPMENT DISTRICT MEETINGMINUTES July 13, 2

CONSIDERATION / ACTION ITEMS

7. Consideration and possible action amending the MDD Investment Policy to allow for
investments in iSeries bonds/securities maturing more than 13 months from the
date of purchase.

Mike Lovelace, CPA, CMA, CISA, MDD Treasurer, presented on opportunities for improving
investment yields, such as by investing in US Treasury I-Bonds. After Discussion, the President
requested that the Investment Officer, Summer Fleming report back to the Board on the policy
for managing the investment portfolio. Later in the meeting, Ms. Fleming reported to the Board
that Section VI. Delegation of Authority assigns the Investment Officer with responsibility for
operation of the investment program. It was agreed that The Investment Officer will at the next
regular meeting present on the changes to investment portfolio to reflect responses to market
changes.

8. Consideration and possible action regarding a proposed policy and process for
small-scope / small-dollar grant proposals.

Mike Lovelace, Subcommittee Chair presented on the concepts being considered by the
subcommittee or small project grants. Based on the discussion and consensus of the Board, the
subcommittee will continue its work to develop an actionable proposal for a small project
program.

9. Consideration and possible action regarding proposed objectives and operational
framework for a marketing program.

Nick DiCianni, Subcommittee Chair presented on the work performed by the subcommittee to
date. Based on the discussion and consensus of the Board, the subcommittee will proceed with
work to develop proposed web page content for the MDD.

10. Consideration and possible action to approve the FY 2022-23 MDD Budget.
Mike Lovelace, CPA, CMA, CISA, MDD Treasurer presented the proposed FY2022-23 Budget.

MOTION: Made by President Laura Koerner, seconded by Secretary Roy Elizondo, to
approve the MDD FY 2022-23 Budget as presented.

VOTE: 6-0; Motion Passed.

ADJOURNMENT

Future agenda items proposed included a Report on Investment Portfolio by the MDD Investment
Officer, a proposed amendment to the Financial Management Policy Section VI, and Expenditure
Control regarding disbursement of grant awards by Roy Elizondo

MDD President, Laura Koerner, adjourned the meeting at 5:51PM.

ATTEST: Laura Koerner, MDD President

Roy E. Elizondo, MDD Secretary

CITY OF FAIR OAKS RANCH, TEXAS
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DISTRICT

AGENDA TOPIC: Q4 FY2022 Financial Update and Investment Report
DATE: October 12,2022
PRESENTED BY: Summer Fleming, MDD Investment Officer

INTRODUCTION/BACKGROUND:

Pursuant to Government Code Section 2256.023 and the MDD’s Investment Policy Section 11, the
Investment Officer is required, on a quarterly basis, to prepare and submit to the MDD Board a
written report of investment assets and the market value of the current investments.

The attached presentation is being made to comply with the Q4 FY2022 reporting requirements.

POLICY ANALYSIS/BENEFIT(S) TO CITIZENS:

Frequent review and reporting of the MDD'’s assets and investment vehicles is both prudent and
necessary to verify that the MDD’s investment portfolio is being managed according to the
investment policy.

LONGTERM FINANCIAL & BUDGETARY IMPACT:

The investment portfolio shall be managed in accordance with the objectives specified in the
investment policy (safety, liquidity, diversification, and yield). The portfolio should obtain a
market average rate of return during a market/economic environment of stable interest rates.
LEGAL ANALYSIS:

N/A

RECOMMENDATION/PROPOSED MOTION:

This presentation is for informational purposes only and to comply with requirements under
Texas Government Code Section 2256.023 and the MDD’s Investment Policy.

MR OAF
FAIR OAKS RANCH MUNICIPAL DEVELOPMENT DISTRICT s“Q s"‘y
PRESENTATION ITEM 5 E:
CITY OF FAIR OAKS RANCH, TEXAS
October 12,2022 DEVELOPWENT
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Fair Oaks Ranch
Municipal Development District
Quarterly Financial Report

September 2022

About This Quarterly Financial Report

This report has been prepared by the City of Fair Oaks Ranch Finance
Department. The Quarterly Financial Report is intended to provide our users
(internal and external) with information regarding the MDD's financial position.

This report includes information for Q4 FY2022.

This report is presented in two sections.

1. The Financial Summary section reports the performance of the major operating
funds of the MDD.

2. The Quarterly Investment Report provides a summary of MDD’s investment
portfolio, interest earnings and a brief market outlook.

The Quarterly Financial Report is intended to provide our users with timely and relevant
information. Please provide us with any comments or suggestions you may have. If you
would like additional information, feel free to contact me.

Summer Fleming
Investment Officer

7286 Dietz Elkhorn
Fair Oaks Ranch, TX 78015
210-698-0900

Item #5.
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Fair Oaks Ranch MDD

Preliminary Financial Results
For Fiscal Year Ended September 30, 2022

*Unaudited*®
Revenue and Expense Report
September 30, 2022
Year-to Date Percent Actual vs
Budget Actual of Budget Budget Comments
Revenues:
Local Sales Tax 395,000 416,928 105.6% 21,928 Collected through July sales; accrued estimated revenue
for August & September.
Interest 1,500 13,855 923.7% 12,355 Interest rates have increased.
Total Revenue 396,500 430,784 108.65% 34,284
Expenditures:
Supplies 250 - 0.00% 250 No supplies costs incurred.
Training/Seminars 500 - 0.00% 500 No trainings were required.
Miscellaneous 100 - 0.00% 100 No miscellaneous costs incurred.
Attorney 3,500 3,930 112.29% (430)  Legal fees higher due to document reviews.
Auditor 5,000 4,100 82.00% 900 Audit fees were lower than budgeted.
Professional Services 33,450 32,418 96.92% 1,032
Insurance 50 50 100.00% -
Total Expenditures 42,850 40,498 94.51% 2,352
Transfer To / (From) Fund Balance 353,650 390,286 110.36% 36,635
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Fair Oaks Ranch MDD

Prelimiary Financial Results
For Fiscal Year Ended September 30, 2022

Item #5.

Assets
Frost Bank
TexPool
Accrued Receivables
Total Cash & Investments

Total Assets
Liabilities

Due to City of Fair Oaks
Accounts Payable

Fund Balance
Fund Balance - Operating

Total Fund Balance

Total Revenues
Total Expenses

Infrastructure Improvements - Assigned
Infrastructure Improvements - Committed

Excess Revenue over Expenses

Total Liabilities & Fund Equity

Municipal Development District
Balance Sheet
September 30, 2022

53,160

2,053,557

65,000
2,171,718

2,171,718

100,000
1,681,432

1,781,432

430,784
40,498
390,286

2,171,718

Note: The District has no committed fund balance effective September 25,2022. The grant awarded to
the City in the amount of $600,000 expired on September 24,2022.
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Fair Oaks Ranch MDD

Investment Report

Item #5.

Investment Inventory
71/2022 - 9/30/2022

Transfers Interest Interest e
Security Yield Beg Bal . Ending Bal | Ending Market Avg Maturity Date
In/Out Earnings Accrued Maturity”
Frost Bank - Operating Account 0.001% 63,457 (10,297) 1 53,160 53,160 - - -
TexPool 2.03% 1,941 103 102,202 10,253 2,053 557 2,053 557 - 23 days -
TOTAL 2,004,560 91,905 10,255 2,106,718 2,106,718
Figures may not add due to rounding.
MDD Sales Tax Collections Since Oct 2017
550,000
o
=
(=]
o Projected
$40,000
$30,000
520,000
510,000
50
oODFAJAODF FAI)AODT FAIJAODTFAII AODTFAIIA
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
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Interest Rate Comparison

Fair Oaks Ranch MDD

Investment Report

Item #5.

Month MDD TexPool 1 Month T-bill | 3 Month T-bill 6 Month T-bill 12 Month T-bill | CDARS-6 month CDs
Dec-21 0.04% 0.04% 0.06% 0.06% 0.10% 0.18% 0.08%
Mar-22 0.08% 0.09% 0.17% 0.52% 0.61% 0.94% 0.62%
Jun-22 0.62% 0.64% 1.26% 1.66% 1.59% 2.10% 1.85%
Sep-22 1.98% 2.03% 2.74% 3.29% 3.59% 4.03% 1.97%
Year Average 0.68% 0.70% |  1.06% 1.38% | 1.47% 1.81% 1.13%
Interest Rate Comparison
5 e
7 s
¥ e
B00% et Al | |” ‘h
Dec-21 Mar-22 Jun-22 Sep-22
m MDD mTexPoo 1 Month T-b
B3 Month T-b B & Month T-b 12 Moanth T-b
W CDARS-6 month CDs
Key Trends:
Fed Funds Rate **
1.50% e The Federal Reserve increased the funds rate by
2.00% 75bps to 3%-3.25% during its September 2022
’ meeting, the third straight three-quarter point
230% increase.
2.00%
1.50% e Inthe long-term, the Fed Funds Rate is projected to
1.00% trend around 4.75 percent in 2023 and 4.00 percent
0.50% in 2024, according to Trading Economics
0.00% econometric models.
) ) ) ] ] O £ "y %3 e g 1.3 e
VP SN G U U U U L L LI L . g
UM A AL - Y o U
SR R S i O
-

This report is in compliance with the MDD's Investment Policy Section 11 and Texas Government Code Section 2256.023.

*

purchase. The Weighted Average Maturity of these investments is in compliance with the City's policy.

** Leading indicator of rate changes to come, not an investment option for the MDD.

Per the MDD's investment policy, there will not be direct investment in securities maturing more than 36 months from the date of
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CONSIDERATION ITEM 3 =
CITY OF FAIR OAKS RANCH, TEXAS
October 12,2022 DEVELOPWENT

DISTRICT

AGENDA TOPIC: Consideration and possible action authorizing the MDD President to sign
a Professional Services Agreement for Auditing Services with ABIP, P.C.

DATE: October 12,2022
PRESENTED BY: Summer Fleming, MDD Investment Officer

INTRODUCTION/BACKGROUND:

Financial Integrity is a top priority in the City’s master plan over the next several years. To this
end, the City Council and MDD selected ABIP, P.C. (“ABIP”) for both the City’s and MDD’s audit
engagements beginning with the FY 2016-17, after having engaged with a different firm for ten
years prior.

GFOA recommends governmental entities should enter into multiyear agreements of at least five
years in duration to allow for greater continuity and help to minimize the potential for disruption
in connection with the independent audit. Therefore, it is advised to engage ABIP, P.C. for the FY
2021-22 annual audit as this will be the sixth consecutive audit serviced by said firm.

The MDD budget for 2021-22 audit services is $4,300. Fees per the engagement letter are stated
at $4,300 plus any out of pocket costs (such as report production, postage and travel). No budget
adjustment is required at this time.

POLICY ANALYSIS/BENEFIT(S) TO CITIZENS:

Obtaining an independent audit of the financial statements plays a vital role by helping to
preserve the integrity of the finance functions and by maintaining citizens’ confidence in their
elected leaders.

LONGTERM FINANCIAL & BUDGETARY IMPACT:

N/A

LEGAL ANALYSIS:

ABIP, PC has agreed to all terms of the City’s Professional Service Agreement.

RECOMMENDATION/PROPOSED MOTION:

[ move to authorize the MDD President to sign the Professional Services Agreement
(“Engagement Letter”) with ABIP, P.C. for the FY 2021-2022 audit at a cost of $4,300 plus out of
pocket expenses.
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MDD OF FAIR OAKS RANCH
STANDARD PROFESSIONAL SERVICES AGREEMENT

THE STATE OF TEXAS §

§
KENDALL COUNTY §
This Professional Services Agreement (“Agreement”) is made and entered by and between
the City of Fair Oaks Ranch Municipal Development District, a political subdivision of the State
of Texas, (the “MDD”), and ABIP Advisors, LLC (“Professional’).
Section 1. Duration. This Agreement shall become effective upon execution by the City and
shall remain in effect until satisfactory completion of the Scope of Work unless terminated as

provided for in this Agreement.

Section 2. Scope of Work.

(A)  Professional shall perform the Services as more particularly described in the Scope
of Work attached hereto as Exhibit “A”. The work as described in the Scope of Work
constitutes the “Project”. Unless otherwise provided in the Scope of Work, the anticipated
submittal of all Project deliverables is immediately upon completion of the Project.

(B)  The Quality of Services provided under this Agreement shall be performed with the
professional skill and care ordinarily provided by competent Professionals practicing in the
same or similar locality and under the same or similar circumstances and professional license,
and as expeditiously as is prudent considering the ordinary professional skill and care of a
competent Professional holding the same professional license.

(C) The Professional shall perform its Services for the Project in compliance with all
statutory, regulatory and contractual requirements now or hereafter in effect as may be
applicable to the rights and obligations set forth in the Agreement.

(D)  The Professional may rely upon the accuracy of reports and surveys provided to it by
the City except when defects should have been apparent to a reasonably competent
professional or when it has actual notice of any defects in the reports and surveys.

Section 3. Compensation.

(A)  The Professional shall be paid in the manner set forth in Exhibit “A” and as provided
herein.

MDD and ABIP Engagement for FY22 Page 1
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Item #9.

(B)  Billing Period: The Professional may submit monthly, or less frequently, an invoice for
payment based on the estimated completion of the described tasks and approved work
schedule. Subject to Chapter 2251, Texas Government Code (the “Prompt Payment Act”),
payment is due within thirty (30) days of the City’s receipt of the Professional’s invoice.
Interest on overdue payments shall be calculated in accordance with the Prompt Payment Act.

(C) Reimbursable Expenses: Any and all reimbursable expenses related to the Project
shall be included in the scope of services (Exhibit A) and accounted for in the total contract
amount in Exhibit “A”. If these items are not specifically accounted for in Exhibit A they shall
be considered subsidiary to the total contract amount.

Section 4. Changes to the Project Work; Additional Work.

(A) Changes to Work: Professional shall make such revisions to any work that has been
completed as are necessary to correct any errors or omissions as may appear in such work. If
the City finds it necessary to make changes to previously satisfactorily completed work or
parts thereof, the Professional shall make such revisions if requested and as directed by the
City and such services will be considered as additional work and paid for as specified under
following paragraph.

(B) Additional Work: The City retains the right to make changes to the Scope of Work at any
time by a written order. Work that is clearly not within the general description of the Scope of
Work and does not otherwise constitute special services under this Agreement must be
approved in writing by the City by supplemental agreement before the additional work is
undertaken by the Professional. If the Professional is of the opinion that any work is beyond
that contemplated in this Agreement and the Scope of Work governing the project and
therefore constitutes additional work, the Professional shall promptly notify the City of that
opinion, in writing. If the City agrees that such work does constitute additional work, then the
City and the Professional shall execute a supplemental agreement for the additional work and
the City shall compensate the Professional for the additional work on the basis of the rates
contained in the Scope of Work. If the changes deduct from the extent of the Scope of Work,
the contract sum shall be adjusted accordingly. All such changes shall be executed under the
conditions of the original Agreement. Any work undertaken by Professional not previously
approved as additional work shall be at risk of the Professional.

Section 5. Time of Completion.

The prompt completion of the services under the Scope of Work is critical to the City.
Unnecessary delays in providing services under a Scope of Work shall be grounds for
dismissal of the Professional and termination of this Agreement without any or further liability

MDD and ABIP Engagement for FY22 Page 2
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to the City other than a prorated payment for necessary, timely, and conforming work done by
Professional prior to the time of termination. The Scope of Work shall provide, in either
calendar days or by providing a final date, a time of completion prior to which the Professional
shall have completed all tasks and services described in the Scope of Work.

Section 6. Insurance.

Before commencing work under this Agreement, Professional shall obtain and maintain
the liability insurance provided for in attached Exhibit B throughout the term of this Agreement
and thereafter as required herein.

In addition to the insurance provided for in Exhibit B, Professional shall maintain the
following limits and types of insurance:

Professional Liability Insurance: professional errors and omissions liability insurance with
limits of liability not less than $1,000,000 per occurrence covering all work performed by the
Professional, its employees, sub-contractors, or independent contractors. If this coverage can
only be obtained on a “claims made” basis, the certificate of insurance must clearly state
coverage is on a “claims made” basis and coverage must remain in effect for at least two
years after final payment with the Professional continuing to furnish the City certificates of
insurance.

Workers Compensation Insurance: The Professional shall carry and maintain during the term
of this Agreement, workers compensation and employers liability insurance meeting the
requirements of the State of Texas on all the Professional’s employees carrying out the work
involved in this contract.

General Liability Insurance: The Professional shall carry and maintain during the term of this
Agreement, general liability insurance on a per occurrence basis with limits of liability not less
than $1,000,000 for each occurrence and for fire damage. For Bodily Injury and Property
Damage, coverage shall be no less than $1,000,000. As a minimum, coverage for Premises,
Operations, Products and Completed Operations shall be $2,000,000. This coverage shall
protect the public or any person from injury or property damages sustained by reason of the
Professional or its employees carrying out the work involved in this Agreement. The general
aggregate shall be no less than $2,000,000.

Automobile Liability Insurance: Professional shall carry and maintain during the term of this
Agreement, automobile liability insurance with either a combined limit of at least $1,000,000
per occurrence for bodily injury and property damage or split limits of at least $1,000,000 for
bodily injury per person per occurrence and $1,000,000 for property damage per occurrence.

MDD and ABIP Engagement for FY22 Page 3
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Coverage shall include all owned, hired, and non-owned motor vehicles used in the
performance of this contract by the Professional or its employees.

Subcontractor: In the case of any work sublet, the Professional shall require subcontractor and
independent contractors working under the direction of either the Professional or a
subcontractor to carry and maintain the same workers compensation and liability insurance
required of the Professional.

Qualifying Insurance: The insurance required by this Agreement shall be written by non-
assessable insurance company licensed to do business in the State of Texas and currently
rated "B+" or better by the A.M. Best Companies. All policies shall be written on a “per
occurrence basis” and not a “claims made” form.

Evidence of such insurance shall be attached as Exhibit “C”.

Section 7. Miscellaneous Provisions.

(A) Subletting. The Professional shall not sublet or transfer any portion of the work under this
Agreement or any Scope of Work issued pursuant to this Agreement unless specifically
approved in writing by the City, which approval shall not be unreasonably withheld.
Subcontractors shall comply with all provisions of this Agreement and the applicable Scope of
Work. The approval or acquiescence of the City in the subletting of any work shall not relieve
the Professional of any responsibility for work done by such subcontractor.

(B) Ownership of Documents. Upon completion or termination of this Agreement, all
documents prepared by the Professional or furnished to the Professional by the City shall be
delivered to and become the property of the City. All drawings, charts, calculations, plans,
specifications and other data, including electronic files and raw data, prepared under or
pursuant to this Agreement shall be made available, upon request, to the City without
restriction or limitation on the further use of such materials PROVIDED, HOWEVER, THAT
SUCH MATERIALS ARE NOT INTENDED OR REPRESENTED TO BE SUITABLE FOR
REUSE BY THE CITY OR OTHERS. ANY REUSE WITHOUT PRIOR VERIFICATION OR
ADAPTATION BY THE PROFESSIONAL FOR THE SPECIFIC PURPOSE INTENDED WILL
BE AT THE CITY’S SOLE RISK AND WITHOUT LIABILITY TO THE PROFESSIONAL.
Where applicable, Professional shall retain all pre-existing proprietary rights in the materials
provided to the City but shall grant to the City a non-exclusive, perpetual, royalty-free license
to use such proprietary information solely for the purposes for which the information was
provided. The Professional may, at Professional’'s expense, have copies made of the
documents or any other data furnished to the City under or pursuant to this Agreement.

(C) Professional's Seal. To the extent that the Professional has a professional seal it shall

MDD and ABIP Engagement for FY22 Page 4
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placed on all documents and data furnished by the Professional to the City. All work and
services provided under this Agreement will be performed in a good and workmanlike fashion
and shall conform to the accepted standards and practices of the Professional’s industry. The
plans, specifications and data provided by Professional shall be adequate and sufficient to
enable those performing the actual work to perform the work as and within the time
contemplated by the City and Professional. The City acknowledges that Professional has no
control over the methods or means of work nor the costs of labor, materials or equipment.
Unless otherwise agreed in writing, any estimates of costs by the Professional are for
informational purposes only and are not guarantees.

(D) Compliance with Laws. The Professional shall comply with all federal, state and local
laws, statutes, ordinances, rules and regulations, and the orders and decrees of any courts,
administrative, or regulatory bodies in any matter affecting the performance of this Agreement,
including, without limitation, worker’'s compensation laws, minimum and maximum salary and
wage statutes and regulations, and licensing laws and regulations. When required, the
Professional shall furnish the City with satisfactory proof of compliance.

(E) Independent Contractor. Professional acknowledges that Professional is an independent
contractor of the City and is not an employee, agent, official or representative of the City.
Professional shall not represent, either expressly or through implication, that Professional is
an employee, agent, official or representative of the City. Income taxes, self-employment
taxes, social security taxes and the like are the sole responsibility of the Professional.

(F) Non-Collusion. Professional represents and warrants that Professional has not given,
made, promised or paid, nor offered to give, make, promise or pay any gift, bonus,
commission, money or other consideration to any person as an inducement to or in order to
obtain the work to be provided to the City under this Agreement. Professional further agrees
that Professional shall not accept any gift, bonus, commission, money, or other consideration
from any person (other than from the City pursuant to this Agreement) for any of the services
performed by Professional under or related to this Agreement. If any such gift, bonus,
commission, money, or other consideration is received by or offered to Professional,
Professional shall immediately report that fact to the City and, at the sole option of the City,
the City may elect to accept the consideration for itself or to take the value of such
consideration as a credit against the compensation otherwise owing to Professional under or
pursuant to this Agreement.

(G) Force Majeure. If the performance of any covenant or obligation to be performed
hereunder by any party is delayed as a result of circumstances which are beyond the
reasonable control of such party (which circumstances may include, without limitation, pending
litigation, acts of God, war, acts of civil disobedience, fire or other casualty, shortage of

MDD and ABIP Engagement for FY22 Page 5
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materials, adverse weather conditions [such as, by way of illustration and not of limitation,
severe rain storms or below freezing temperatures, or tornados] labor action, strikes or similar
acts, moratoriums or regulations or actions by governmental authorities), the time for such
performance shall be extended by the amount of time of such delay, but no longer than the
amount of time reasonably occasioned by the delay. The party claiming delay of performance
as a result of any of the foregoing force majeure events shall deliver written notice of the
commencement of any such delay resulting from such force majeure event not later than
seven (7) days after the claiming party becomes aware of the same, and if the claiming party
fails to so notify the other party of the occurrence of a force majeure event causing such delay
and the other party shall not otherwise be aware of such force majeure event, the claiming
party shall not be entitled to avail itself of the provisions for the extension of performance
contained in this subsection.

(H) Inthe case of any conflicts between the terms of this Agreement and wording contained
within the Scope of Services, this Agreement shall govern. The Scope of Services is
intended to detail the technical scope of services, fee schedule, and contract time only and
shall not dictate Agreement terms.

Section 8. Termination.

(A)  This Agreement may be terminated:
(1) By the mutual agreement and consent of both Professional and City;

(2) By either party, upon the failure of the other party to fulfill its obligations as set forth
in either this Agreement or a Scope of Work issued under this Agreement;

(3) By the City, immediately upon notice in writing to the Professional, as consequence
of the failure of Professional to perform the services contemplated by this Agreement in a
timely or satisfactory manner;

(4) By the City, at will and without cause upon not less than thirty (30) days written
notice to the Professional.

(B) Ifthe City terminates this Agreement pursuant to Section 5 or subsection 8(A)(2) or (3),
above, the Professional shall not be entitled to any fees or reimbursable expenses other than
the fees and reimbursable expenses then due and payable as of the time of termination and
only then for those services that have been timely and adequately performed by the
Professional considering the actual costs incurred by the Professional in performing work to
date of termination, the value of the work that is nonetheless usable to the City, the cost to the
City of employing another Professional to complete the work required and the time required to
do so, and other factors that affect the value to the City of the work performed at time of

MDD and ABIP Engagement for FY22 Page 6
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termination. In the event of termination that is not the fault of the Professional, the
Professional shall be compensated for all basic, special, and additional services actually
performed prior to termination, together with any reimbursable expenses then due.

Section 9. Indemnification. Professional shall indemnify, defend and hold harmless
the City of Fair Oaks Ranch, Texas and its officials, employees and agents (collectively
referred to as “Indemnitees”) and each of them from and against all loss, costs,
penalties, fines, damages, claims, expenses (including reasonable attorney’s fees) or
liabilities (collectively referred to as “Liabilities”) by reason of any injury to or death of
any person or damage to or destruction or loss of any property arising out of, resulting
from, or in connection with (i) the performance or non-performance of Services
contemplated by this Agreement but only to the extent caused by the negligent acts,
errors or omissions, intentional torts, intellectual property infringement, or a failure to
pay a sub-contractor or supplier committed by Professional or Professional’s agent,
consultant under contract, or another entity over which Professional exercises control
(whether active or passive) of Professional or its employees, agents or sub-contractors
(collectively referred to as “Professional”) (ii) the failure of Professional to comply with
any of the paragraphs herein or the failure of Professional to conform to statutes,
ordinances, or other regulations or requirements of any governmental authority,
federal, state or local, in connection with the performance of this Agreement.
Professional expressly agrees to indemnify and hold harmless the Indemnitees, or any
one of them, from and against all liabilities which may be asserted by an employee or
former employee of Professional, or any of its sub-contractors, as provided above, for
which Professional’s liability to such employee or former employee would otherwise be
limited to payments under State Workers’ Compensation or similar laws. Nothing
herein shall require Professional to indemnify, defend, or hold harmless any Indemnitee
for the Indemnitee’s own negligence or willful misconduct. Any and all indemnity
provided for in this Agreement shall survive the expiration of this Agreement and the
discharge of all other obligations owed by the parties to each other hereunder and shall
apply prospectively not only during the term of this Agreement but thereafter so long
as any liability could be asserted in regard to any acts or omissions of Professional in
performing Services under this Agreement.

For Professional Liability Claims, Professional shall be liable for reasonable defense
costs incurred by Indemnitees but only after final adjudication and to the extent and
percent that Professional or Professional’s agents are found negligent or otherwise at
fault. As used in this Agreement, final adjudication includes any negotiated settlement
and release of claims, without limitation as to when a negotiated settlement and release
of claims occurs.

Section 10. Notices. Any notice required or desired to be given from one party to the other
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party to this Agreement shall be in writing and shall be given and shall be deemed to have
been served and received (whether actually received or not) if (i) delivered in person to the
address set forth below; (ii) deposited in an official depository under the regular care and
custody of the United States Postal Service located within the confines of the United States of
America and sent by certified mail, return receipt requested, and addressed to such party at
the address hereinafter specified; or (iii) delivered to such party by courier receipted delivery.
Either party may designate another address within the confines of the continental United
States of America for notice, but until written notice of such change is actually received by the
other party, the last address of such party designated for notice shall remain such party's
address for notice.

Section 11. No Assignment. Neither party shall have the right to assign that party's interest
in this Agreement without the prior written consent of the other party.

Section 12. Severability. If any term or provision of this Agreement is held to be illegal,
invalid or unenforceable, the legality, validity or enforceability of the remaining terms or
provisions of this Agreement shall not be affected thereby, and in lieu of each such illegal,
invalid or unenforceable term or provision, there shall be added automatically to this
Agreement a legal, valid or enforceable term or provision as similar as possible to the term or
provision declared illegal, invalid or unenforceable.

Section 13. Waiver. Either City or the Professional shall have the right to waive any
requirement contained in this Agreement that is intended for the waiving party's benefit, but,
except as otherwise provided herein, such waiver shall be effective only if in writing executed
by the party for whose benefit such requirement is intended. No waiver of any breach or
violation of any term of this Agreement shall be deemed or construed to constitute a waiver of
any other breach or violation, whether concurrent or subsequent, and whether of the same or
of a different type of breach or violation.

Section 14. Governing Law; Venue. This Agreement and all of the transactions
contemplated herein shall be governed by and construed in accordance with the laws of the
State of Texas. The provisions and obligations of this Agreement are performable in Kendall
County, Texas such that exclusive venue for any action arising out of this Agreement shall be
in Kendall County, Texas.

Section 15. Paragraph Headings; Construction. The paragraph headings contained in this
Agreement are for convenience only and shall in no way enlarge or limit the scope or meaning
of the various and several paragraphs hereof. Both parties have participated in the
negotiation and preparation of this Agreement and this Agreement shall not be construed
either more or less strongly against or for either party.
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Section 16. Binding Effect. Except as limited herein, the terms and provisions of this
Agreement shall be binding upon and inure to the benefit of the parties hereto and their
respective heirs, devisees, personal and legal representatives, successors and assigns.

Section 17. Gender. Within this Agreement, words of any gender shall be held and
construed to include any other gender, and words in the singular number shall be held and
construed to include the plural, unless the context otherwise requires.

Section 18. Counterparts. This Agreement may be executed in multiple counterparts, each
of which shall be deemed an original, and all of which shall constitute but one and the same
instrument.

Section 19. Exhibits. All exhibits to this Agreement are incorporated herein by reference for
all purposes wherever reference is made to the same.

Section 20. Entire Agreement. It is understood and agreed that this Agreement contains
the entire agreement between the parties and supersedes any and all prior agreements,
arrangements or understandings between the parties relating to the subject matter. No oral
understandings, statements, promises or inducements contrary to the terms of this Agreement
exist. This Agreement cannot be changed or terminated orally.

Section 21. Relationship of Parties. Nothing contained in this Agreement shall be deemed
or construed by the parties hereto or by any third party to create the relationship of principal
and agent or of partnership or of joint venture or of any association whatsoever between the
parties, it being expressly understood and agreed that no provision contained in this
Agreement nor any act or acts of the parties hereto shall be deemed to create any relationship
between the parties other than the relationship of independent parties contracting with each
other solely for the purpose of effecting the provisions of this Agreement.

Section 22. Right To Audit. City shall have the right to examine and audit the books and
records of Professional with regards to the work described in Exhibit A, or any subsequent
changes, at any reasonable time. Such books and records will be maintained in accordance
with generally accepted principles of accounting and will be adequate to enable determination
of: (1) the substantiation and accuracy of any payments required to be made under this
Agreement; and (2) compliance with the provisions of this Agreement.

23. Dispute Resolution. In accordance with the provisions of Subchapter |, Chapter 271,
TEX. LocAaL Gov'T CODE, the parties agree that, prior to instituting any lawsuit or other
proceeding arising from a dispute under this agreement, the parties will first attempt to resolve
the dispute by taking the following steps: (1) A written notice substantially describing the
nature of the dispute shall be delivered by the dissatisfied party to the other party, which
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notice shall request a written response to be delivered to the dissatisfied party not less than 5
days after receipt of the notice of dispute. (2) If the response does not reasonably resolve the
dispute, in the opinion of the dissatisfied party, the dissatisfied party shall give notice to that
effect to the other party whereupon each party shall appoint a person having authority over the
activities of the respective parties who shall promptly meet, in person, in an effort to resolve
the dispute. (3) If those persons cannot or do not resolve the dispute, then the parties shall
each appoint a person from the highest tier of managerial responsibility within each respective
party, who shall then promptly meet, in person, in an effort to resolve the dispute.

24. Disclosure of Business Relationships/Affiliations; Conflict of Interest
Questionnaire. Professional represents that it is in compliance with the applicable filing and
disclosure requirements of Chapter 176 of the Texas Local Government Code.

25. Boycott Israel. The City may not enter into a contract with a company for goods and
services unless the contract contains a written verification from the company; (i) it does not
Boycott Israel; and (ii) will not Boycott Israel during the term of the contract. (Texas
government code chapter 2270) by entering this agreement, Professional verifies that it does
not Boycott Israel, and agrees that during the term of the agreement will not Boycott Israel as
that term is defined in the Texas Government Code Section 808.001, as amended.

26. Enerqy Company Boycotts. Professional represents and warrants that: (1) it does
not, and will not for the duration of the contract, boycott energy companies or (2) the
verification required by Section 2274.002 of the Texas Government Code does not apply to
the contract. If circumstances relevant to this provision change during the course of the
contract, Professional shall promptly notify City.

27. Firearm Entities and Trade Association Discrimination. Professional verifies that:
(1) it does not, and will not for the duration of the contract, have a practice, policy, guidance,
or directive that discriminates against a firearm entity or firearm trade association or (2) the
verification required by Section 2274.002 of the Texas Government Code does not apply to
the contract. If circumstances relevant to this provision change during the course of the
contract, Professional shall promptly notify City.
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EXECUTED, by the City on

Item #9.

CITY:

By:

Name: Laura Koerner
Title: MDD President
ADDRESS FOR NOTICE:
CITY

MDD of Fair Oaks Ranch
Attn: MDD Secretary

7286 Dietz Elkhorn
Fair Oaks Ranch, TX 78015

PROFESSIONAL.:

By:

Name: Michael Del Toro

Title:

PROFESSIONAL

ABIP Advisors, LLC

Attn: Michael Del Toro

7330 San Pedro Ave, Suite 901
San Antonio, TX 78216
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abip™

CPAs | ADVISORS

September 29, 2022

Ms. Laura Koerner, President

City of Fair Oaks Ranch Municipal Development District
7286 Dietz Elkhorn

Fair Oaks Ranch, Texas 78015

We are pleased to confirm our understanding of the services we are to provide City of Fair Oaks Ranch Municipal
Development District (the District) for the year ended September 30, 2022.

Audit Scope and Objectives

We will audit the financial statements of the governmental activities, and the disclosures, which collectively
comprise the basic financial statements of the District as of and for the year ended September 30, 2022. Accounting
standards generally accepted in the United States of America (GAAP) provide for certain required supplementary
information (RSI), such as management’s discussion and analysis (MD&A), to supplement the District’s basic
financial statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. As part of our
engagement, we will apply certain limited procedures to the District’s RSI in accordance with auditing standards
generally accepted in the United States of America (GAAS). These limited procedures will consist of inquiries of
management regarding the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We will not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient appropriate evidence to express an
opinion or provide any assurance. The following RSI is required by GAAP and will be subjected to certain limited
procedures, but will not be audited:

1) Management’s Discussion and Analysis
2) Budgetary Comparison Schedules

The objectives of our audit are to obtain reasonable assurance as to whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error; issue an auditor’s report that includes our opinion
about whether your financial statements are fairly presented, in all material respects, in conformity with GAAP;
and report on the fairness of the supplementary information referred to in the second paragraph when considered in
relation to the financial statements as a whole. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a
material misstatement when it exists. Misstatements, including omissions, can arise from fraud or error and are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence
the judgment of a reasonable user made based on the financial statements.

7330 San Pedro Ave | Suite 900 | San Antonio, TX 78216 | (210) 341-2581 | Fax: (210) 341-2588 | abipcpa.com| Page 24




City of Fair Oaks Ranch Municipal Development District, September 29, 2022, Page 2 of 5 ftem #9.

Auditor’s Responsibilities for the Audit of the Financial Statements

We will conduct our audit in accordance with GAAS and will include tests of your accounting records of the District
and other procedures we consider necessary to enable us to express such opinions. As part of an audit in accordance
with GAAS, we exercise professional judgment and maintain professional skepticism throughout the audit.

We will evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management. We will also evaluate the overall presentation of the financial statements, including
the disclosures, and determine whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation. We will plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement, whether from (1) errors, (2) fraudulent financial
reporting, (3) misappropriation of assets, or (4) violations of laws or governmental regulations that are attributable
to the government or to acts by management or employees acting on behalf of the government.

Because of the inherent limitations of an audit, combined with the inherent limitations of internal control, and
because we will not perform a detailed examination of all transactions, there is an unavoidable risk that some
material misstatements may not be detected by us, even though the audit is properly planned and performed in
accordance with GAAS. In addition, an audit is not designed to detect immaterial misstatements or violations of
laws or governmental regulations that do not have a direct and material effect on the financial statements. However,
we will inform the appropriate level of management of any material errors, fraudulent financial reporting, or
misappropriation of assets that comes to our attention. We will also inform the appropriate level of management of
any violations of laws or governmental regulations that come to our attention, unless clearly inconsequential. Our
responsibility as auditors is limited to the period covered by our audit and does not extend to any later periods for
which we are not engaged as auditors.

We will also conclude, based on the audit evidence obtained, whether there are conditions or events, considered in
the aggregate, that raise substantial doubt about the government’s ability to continue as a going concern for a
reasonable period of time.

Our procedures will include tests of documentary evidence supporting the transactions recorded in the accounts,
tests of the physical existence of inventories, and direct confirmation of receivables and certain assets and liabilities
by correspondence with selected customers, creditors, and financial institutions. We will also request written
representations from your attorneys as part of the engagement.

Our audit of the financial statements does not relieve you of your responsibilities.
Audit Procedures—Internal Control

We will obtain an understanding of the government and its environment, including internal control relevant to the
audit, sufficient to identify and assess the risks of material misstatement of the financial statements, whether due to
error or fraud, and to design and perform audit procedures responsive to those risks and obtain evidence that is
sufficient and appropriate to provide a basis for our opinions. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentation, or the override of internal control. An audit is not designed to provide assurance on
internal control or to identify deficiencies in internal control. Accordingly, we will express no such opinion.
However, during the audit, we will communicate to management and those charged with governance internal control
related matters that are required to be communicated under AICPA professional standards.

We are not aware of any significant risks of material misstatement as of the date of this letter. If we become aware
of significant risk during our audit procedures, we will notify you at that time.
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City of Fair Oaks Ranch Municipal Development District, September 29, 2022, Page 3 of 5

Audit Procedures—Compliance

As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement,
we will perform tests of the District’s compliance with the provisions of applicable laws, regulations, contracts, and
agreements. However, the objective of our audit will not be to provide an opinion on overall compliance and we
will not express such an opinion.

Other Services

We will also assist in preparing the financial statements and related notes of the District in conformity with
accounting principles generally accepted in the United States of America based on information provided by you.
We will perform the services in accordance with applicable professional standards. The other services are limited
to the financial statement services previously defined. We, in our sole professional judgment, reserve the right to
refuse to perform any procedure or take any action that could be construed as assuming management
responsibilities.

You agree to assume all management responsibilities for the financial statement preparation services and any other
nonattest services we provide; oversee the services by designating an individual, preferably from senior
management, with suitable skill, knowledge, or experience; evaluate the adequacy and results of the services; and
accept responsibility for them.

Responsibilities of Management for the Financial Statements

Our audit will be conducted on the basis that you acknowledge and understand your responsibility for designing,
implementing, and maintaining internal controls relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error, including monitoring ongoing
activities, for the selection and application of accounting principles, and for the preparation and fair presentation of
the financial statements in conformity with accounting principles generally accepted in the United States of America
with the oversight of those charged with governance.

Management is responsible for making drafts of financial statements, all financial records, and related information
available to us and for the accuracy and completeness of that information (including information from outside of
the general and subsidiary ledgers). You are also responsible for providing us with (1) access to all information of
which you are aware that is relevant to the preparation and fair presentation of the financial statements, such as
records, documentation, identification of all related parties and all related-party relationships and transactions, and
other matters; (2) additional information that we may request for the purpose of the audit; and (3) unrestricted access
to persons within the government from whom we determine it necessary to obtain audit evidence. At the conclusion
of our audit, we will require certain written representations from you about for the financial statements; and related
matters.

Your responsibilities include adjusting the financial statements to correct material misstatements and confirming to
us in the management representation letter that the effects of any uncorrected misstatements aggregated by us during
the current engagement and pertaining to the latest period presented are immaterial, both individually and in the
aggregate, to the financial statements of each opinion unit taken as a whole.

You are responsible for the design and implementation of programs and controls to prevent and detect fraud, and
for informing us about all known or suspected fraud affecting the government involving (1) management, (2)
employees who have significant roles in internal control, and (3) others where the fraud could have a material effect
on the financial statements. Your responsibilities include informing us of your knowledge of any allegations of
fraud or suspected fraud affecting the government received in communications from employees, former employees,
grantors, regulators, or others. In addition, you are responsible for identifying and ensuring that the government
complies with applicable laws and regulations.
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You are responsible for the preparation of the supplementary information in conformity with accounting principles
generally accepted in the United States of America. You agree to include our report on the supplementary
information in any document that contains, and indicates that we have reported on, the supplementary information.
You also agree to include the audited financial statements with any presentation of the supplementary information
that includes our report thereon. Your responsibilities include acknowledging to us in the representation letter that
(1) you are responsible for presentation of the supplementary information in accordance with GAAP; (2) you believe
the supplementary information, including its form and content, is fairly presented in accordance with GAAP; (3)
the methods of measurement or presentation have not changed from those used in the prior period (or, if they have
changed, the reasons for such changes); and (4) you have disclosed to us any significant assumptions or
interpretations underlying the measurement or presentation of the supplementary information.

Engagement Administration, Fees, and Other

We understand that your employees will prepare all cash or other confirmations we request and will locate any
documents selected by us for testing.

The audit documentation for this engagement is the property of ABIP, PC and constitutes confidential information.
However, subject to applicable laws and regulations, audit documentation and appropriate individuals will be made
available upon request and in a timely manner to the District or its designee. We will notify you of any such request.
If requested, access to such audit documentation will be provided under the supervision of ABIP, PC personnel.
Furthermore, upon request, we may provide copies of selected audit documentation to the District or its designee.
The District may intend, or decide, to distribute the copies or information contained therein to others, including
other governmental agencies.

Michael Del Toro is the engagement partner and is responsible for supervising the engagement and signing the
reports or authorizing another individual to sign it. We expect to begin our audit in November 2022 and to issue our
reports no later than March 2023.

Our fee for these services will be at our standard hourly rates. We estimate that our fees for these services will be
$4,300, plus any out-of-pocket costs (such as report reproduction, word processing, postage, travel, copies, etc.).
Our standard hourly rates vary according to the degree of responsibility involved and the experience level of the
personnel assigned to your audit. Our invoices for these fees will be rendered each month as work progresses and
are payable on presentation. In accordance with our firm policies, work may be suspended if your account becomes
30 days or more overdue and may not be resumed until your account is paid in full. If we elect to terminate our
services for nonpayment, our engagement will be deemed to have been completed upon written notification of
termination, even if we have not completed our report. You will be obligated to compensate us for all time expended
and to reimburse us for all out-of-pocket costs through the date of termination. The above fee is based on anticipated
cooperation from your personnel and the assumption that unexpected circumstances will not be encountered during
the audit. If significant additional time is necessary, we will discuss it with you and arrive at a new fee estimate
before we incur the additional costs.

The above fee estimate is for the service of conducting a financial audit of the City of Fair Oaks Ranch Municipal
Development District (see Auditor’s Responsibilities for the Audit of the Financial Statements and Single
Audit of the engagement letter) for the year ended September 30, 2022. The audit service does not include time and
effort necessary to adjust or correct the District’s financial accounting records in order to present and report in
accordance with generally accepted accounting principles. This would include adoption of GASB 87, Leases. Any
noted deviations or missing information we identify through our audit procedures will be brought to the District’s
attention for correction. If the District requires our assistance to perform services to correct the financial records the
District will be billed for these non-audit services at our standard hourly rates, which are as follows:

Partner $395/hour
Manager $250/hour
Supervisor $225/hour
Staff $150/hour
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Reporting

We will issue a written report upon completion of our audit of the District’s financial statements. Our report will be
addressed to the Board of Directors of the District. Circumstances may arise in which our report may differ from
its expected form and content based on the results of our audit. Depending on the nature of these circumstances, it
may be necessary for us to modify our opinions, add a separate section, or add an emphasis-of-matter or other-
matter paragraph to our auditor’s report, or if necessary, withdraw from this engagement. If our opinions are other
than unmodified, we will discuss the reasons with you in advance. If, for any reason, we are unable to complete the
audit or are unable to form or have not formed opinions, we may decline to express opinions or withdraw from this
engagement.

We appreciate the opportunity to be of service to the District and believe this letter accurately summarizes the
significant terms of our engagement. If you have any questions, please let us know. If you agree with the terms of

our engagement as described in this letter, please sign the enclosed copy and return it to us.

Very truly yours,
ABIP, PC

AP &

San Antonio, Texas

RESPONSE:

This letter correctly sets forth the understanding of City of Fair Oaks Ranch Municipal Development District.

By:

Title:

Date:
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EXHIBIT “B”

REQUIREMENTS FOR ALL INSURANCE DOCUMENTS

The Professional shall comply with each and every condition contained herein. The
Professional shall provide and maintain the minimum insurance coverage set forth below
during the term of its agreement with the City. Any Subcontractor(s) hired by the Professional
shall maintain insurance coverage equal to that required of the Professional. It is the
responsibility of the Professional to assure compliance with this provision. The City of Fair
Oaks Ranch accepts no responsibility arising from the conduct, or lack of conduct, of the
Subcontractor.

INSTRUCTIONS FOR COMPLETION OF INSURANCE DOCUMENT

With reference to the foregoing insurance requirements, Professional shall specifically
endorse applicable insurance policies as follows:

1.

2.

8.

9.

The City of Fair Oaks Ranch shall be named as an additional insured with respect to
General Liability and Automobile Liability on a separate endorsement.

A waiver of subrogation in favor of The City of Fair Oaks Ranch shall be contained in
the Workers Compensation and all liability policies and must be provided on_a
separate endorsement.

All insurance policies shall be endorsed to the effect that The City of Fair Oaks Ranch
will receive at least thirty (30) days written notice prior to cancellation or non-renewal of
the insurance.

All insurance policies, which name The City of Fair Oaks Ranch as an additional
insured, must be endorsed to read as primary and non-contributory coverage
regardless of the application of other insurance.

Chapter 1811 of the Texas Insurance Code, Senate Bill 425 82(R) of 2011, states
that the above endorsements cannot be on the certificate of insurance. Separate
endorsements must be provided for each of the above.

Allinsurance policies shall be endorsed to require the insurer to immediately notify The
City of Fair Oaks Ranch of any material change in the insurance coverage.

All liability policies shall contain no cross-liability exclusions or insured versus insured
restrictions.

Required limits may be satisfied by any combination of primary and umbrella liability
insurances.

Professional may maintain reasonable and customary deductibles, subject to approval
by The City of Fair Oaks Ranch.

10.Insurance must be purchased from insurers having a minimum AmBest rating of B+.
11.All insurance must be written on forms filed with and approved by the Texas

Department of Insurance. (ACORD 25 2010/05). Coverage must be written on an
occurrence form.
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12.Contractual Liability must be maintained covering the Professionals obligations
contained in the contract. Certificates of Insurance shall be prepared and executed by
the insurance company or its authorized agent and shall contain provisions
representing and warranting all endorsements and insurance coverages according to
requirements and instructions contained herein.

13.Upon request, Professional shall furnish The City of Fair Oaks Ranch with certified
copies of all insurance policies.

14. A valid certificate of insurance verifying each of the coverages required above shall be
issued directly to the City of Fair Oaks Ranch within ten (10) business days after
contract award and prior to starting any work by the successful Professional’s
insurance agent of record or insurance company. Also, prior to the start of any work
and at the same time that the Certificate of Insurance is issued and sent to the City of
Fair Oaks Ranch, all required endorsements identified in sections A, B, C and D, above
shall be sent to the City of Fair Oaks Ranch. The certificate of insurance and
endorsements shall be sent to:

City of Fair Oaks Ranch

emailed to: choelscher@fairoaksranchtx.org
Attn: Clayton Hoelscher, Procurement Manager
7286 Dietz Elkhorn

Fair Oaks Ranch, TX 78015

|
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CERTIFICATE OF LIABILITY INSURANCE

DATE (|

9/ Item #9.

THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION ONLY AND CONFERS NO RIGHTS UPON THE CERTIFICATE HOLDER. THIS

CERTIFICATE DOES NOT AFFIRMATIVELY OR NEGATIVELY AMEND,

EXTEND OR ALTER THE COVERAGE AFFORDED BY THE POLICIES

BELOW. THIS CERTIFICATE OF INSURANCE DOES NOT CONSTITUTE A CONTRACT BETWEEN THE ISSUING INSURER(S), AUTHORIZED

REPRESENTATIVE OR PRODUCER, AND THE CERTIFICATE HOLDER.

IMPORTANT: If the certificate holder is an ADDITIONAL INSURED, the policy(ies) must have ADDITIONAL INSURED provisions or be endorsed.
If SUBROGATION IS WAIVED, subject to the terms and conditions of the policy, certain policies may require an endorsement. A statement on
this certificate does not confer rights to the certificate holder in lieu of such endorsement(s).

PRODUCER

Frost Insurance - Houston

6750 West Loop South, Suite 250
Bellaire TX 77401

CONTACT -
NAME: _ Kelsea Kalich

(A o Exty. 713-388-1325 (AIC. Noy:

E-MAIL . .
ADDREss: kelsea@kalichfrostinsurance.com

INSURER(S) AFFORDING COVERAGE NAIC #
License#: 7298| INSURER A : Twin City Fire 29459
INSURED _ ) ABIPPCO-01) |\ surer B : Argonaut Ins Company 19801
?ﬂ;'gghtﬁgﬁe_sséch' ABIP Advisors, LLC , INsURER ¢ : Allmerica Financial Benefit Insurance Co 41840
Houston TX 77056 INSURER D :
INSURERE :
INSURERF :

COVERAGES CERTIFICATE NUMBER: 1608665494

REVISION NUMBER:

THIS IS TO CERTIFY THAT THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIOD
INDICATED. NOTWITHSTANDING ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS
CERTIFICATE MAY BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN IS SUBJECT TO ALL THE TERMS,
EXCLUSIONS AND CONDITIONS OF SUCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

INSR ADDL[SUBR POLICY EFF | POLICY EXP
LTR TYPE OF INSURANCE INSD | WVD POLICY NUMBER (MM/DD/YYYY) | (MM/DD/YYYY) LIMITS
A COMMERCIAL GENERAL LIABILITY 65SBAAB5593 6/25/2022 6/25/2023 | EACH OCCURRENCE $ 1,000,000
DAMAGE TO RENTED
CLAIMS-MADE OCCUR PREMISES (Ea occurrence) | $ 1,000,000
MED EXP (Any one person) $ 10,000
PERSONAL & ADV INJURY $ 1,000,000
GEN'L AGGREGATE LIMIT APPLIES PER: GENERAL AGGREGATE $2,000,000
X | poLicy ?ng Loc PRODUCTS - COMP/OP AGG | $ 2,000,000
OTHER: $
A | AUTOMOBILELIABILITY 65SBAAB5593 6/25/2022 | 6/25/2023 | EMeER S NCLEUMIT | 51,000,000
ANY AUTO BODILY INJURY (Per person) | $
OWNED SCHEDULED -
AUTOS ONLY - AUTOS BODILY INJURY (Per accident) | $
X | HIRED NON-OWNED PROPERTY DAMAGE $
AUTOS ONLY AUTOS ONLY (Per accident)
$
A | X | UMBRELLALIAB X | occur 65SBAAB5593 6/25/2022 6/25/2023 | EACH OCCURRENCE $2,000,000
EXCESS LIAB CLAIMS-MADE AGGREGATE $2,000,000
DED ‘ X ‘ RETENTION $ 10 000 $
C | WORKERS COMPENSATION W2DH84458700 11712021 | 11172022 (X | EBER. e | | R
AND EMPLOYERS' LIABILITY
ANYPROPRIETOR/PARTNER/EXECUTIVE E.L. EACH ACCIDENT $ 1,000,000
OFFICER/MEMBER EXCLUDED? N/A
(Mandatory in NH) E.L. DISEASE - EA EMPLOYEE| $ 1,000,000
If yes, describe under
DESCRIPTION OF OPERATIONS below E.L. DISEASE - POLICY LIMIT | $ 1,000,000
B | Professional Liability 121 APL 0190702-01 12/31/2021 12/31/2022 | Each Claim $2,000,000
Deductible Each Claim $25,000 Aggr. for all Claims $2,000,000

DESCRIPTION OF OPERATIONS / LOCATIONS / VEHICLES (ACORD 101, Additional Remarks Schedule, may be attached if more space is required)

The General Liability policy includes blanket automatic additional insured endorsement on primary and non-contributory basis that provides additional insured
status to the certificate holder only when there is a written contract between the named insured and the certificate holder that requires such status.

The General Liability includes a blanket automatic waiver of subrogation endorsement that provides this feature only when there is a written contract with the

Named Insured and the certificate holder that requires such status.

CERTIFICATE HOLDER

CANCELLATION

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE

THE EXPIRATION DATE THEREOF, NOTICE WILL BE DELIVERED IN
ACCORDANCE WITH THE POLICY PROVISIONS.
MDD of Fair Oaks Ranch
Iziﬁ'GODall?ézRglrligﬁ”}X 7801 5 AUTHORIZED REPRESENTATIVE
|
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Item #9.

BUSINESS LIABILITY COVERAGE FORM

Various provisions in this policy restrict coverage. Read the entire policy carefully to determine rights, duties and what

is and is not covered.

Throughout this policy the words "you" and "your" refer to the Named Insured shown in the Declarations. The words

we",

us" and "our" refer to the stock insurance company member of The Hartford providing this insurance.

The word "insured" means any person or organization qualifying as such under Section C. - Who Is An Insured.

Other words and phrases that appear in quotation marks have special meaning. Refer to Section G. - Liability And

Medical Expenses Definitions.

A. COVERAGES

1. BUSINESS LIABILITY COVERAGE (BODILY
INJURY, PROPERTY DAMAGE, PERSONAL
AND ADVERTISING INJURY)

Insuring Agreement

a. We will pay those sums that the insured
becomes legally obligated to pay as
damages because of "bodily injury",
"property damage" or ‘"personal and
advertising injury" to which this insurance
applies. We will have the right and duty to
defend the insured against any "suit"
seeking those damages. However, we will
have no duty to defend the insured against
any "suit" seeking damages for "bodily
injury", "property damage" or "personal and
advertising injury" to which this insurance
does not apply.

We may, at our discretion, investigate any
"occurrence" or offense and settle any claim
or "suit" that may result. But:

(1) The amount we will pay for damages is
limited as described in Section D. -
Liability And Medical Expenses Limits
Of Insurance; and

(2) Our right and duty to defend ends when
we have used up the applicable limit of
insurance in the payment of judgments,

settlements or medical expenses to which c.

this insurance applies.
No other obligation or liability to pay sums or
perform acts or services is covered unless
explicity provided for wunder Coverage
Extension - Supplementary Payments.
b. This insurance applies:

(1) To "bodily injury" and "property
damage" only if:

Form SS 00 08 04 05
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(@) The "bodily injury" or "property
damage" is caused by an
"occurrence" that takes place in the
"coverage territory";

(b) The "bodily injury" or "property
damage" occurs during the policy
period; and

(c) Prior to the policy period, no insured
listed under Paragraph 1. of Section
C. — Who Is An Insured and no
"employee" authorized by you to give
or receive notice of an "occurrence"
or claim, knew that the "bodily injury"
or "property damage" had occurred,
in whole or in part. If such a listed
insured or authorized "employee"
knew, prior to the policy period, that
the "bodily injury" or "property
damage" occurred, then any
continuation, change or resumption
of such "bodily injury" or "property
damage" during or after the policy
period will be deemed to have been
known prior to the policy period.

(2) To "personal and advertising injury”
caused by an offense arising out of your
business, but only if the offense was
committed in the "coverage territory"
during the policy period.

"Bodily injury" or "property damage" will be

deemed to have been known to have

occurred at the earliest time when any
insured listed under Paragraph 1. of Section

C. — Who Is An Insured or any "employee"

authorized by you to give or receive notice

of an "occurrence" or claim:

(1) Reports all, or any part, of the "bodily
injury" or "property damage" to us or

any other insurer;
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d.

e.

(2) Receives a written or verbal demand or
claim for damages because of the "bodily
injury" or "property damage"; or

(3) Becomes aware by any other means that
"bodily injury" or "property damage" has
occurred or has begun to occur.

Damages because of "bodily injury" include

damages claimed by any person or

organization for care, loss of services or

death resulting at any time from the "bodily

injury”.

Incidental Medical Malpractice

(1) "Bodily injury" arising out of the
rendering of or failure to render
professional health care services as a
physician, dentist, nurse, emergency
medical technician or paramedic shall
be deemed to be caused by an
"occurrence”, but only if:

(a) The physician, dentist, nurse,
emergency medical technician or
paramedic is employed by you to
provide such services; and

(b) You are not engaged in the
business or occupation of providing
such services.

(2) For the purpose of determining the
limits of insurance for incidental medical
malpractice, any act or omission
together with all related acts or
omissions in the furnishing of these
services to any one person will be
considered one "occurrence".

2. MEDICAL EXPENSES
Insuring Agreement

a.

We will pay medical expenses as described
below for "bodily injury" caused by an
accident:

(1) On premises you own or rent;

(2) On ways next to premises you own or
rent; or

(3) Because of your operations;
provided that:

(1) The accident takes place in the
"coverage territory" and during the
policy period;

(2) The expenses are incurred and reported
to us within three years of the date of
the accident; and

(3) The injured person submits to
examination, at our expense, by
physicians of our choice as often as we
reasonably require.
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b. We will make these payments regardiess or

fault. These payments will not exceed the
applicable limit of insurance. We will pay
reasonable expenses for:

(1) First aid administered at the time of an
accident;

(2) Necessary medical, surgical, x-ray and
dental services, including prosthetic

devices; and
(3) Necessary ambulance, hospital,
professional nursing and funeral

services.

3. COVERAGE EXTENSION -
SUPPLEMENTARY PAYMENTS

We will pay, with respect to any claim or
"suit" we investigate or settle, or any "suit"
against an insured we defend:

(1) All expenses we incur.

(2) Up to $1,000 for the cost of bail bonds
required because of accidents or traffic
law violations arising out of the use of
any vehicle to which Business Liability
Coverage for "bodily injury" applies. We
do not have to furnish these bonds.

(3) The cost of appeal bonds or bonds to
release attachments, but only for bond
amounts within the applicable limit of
insurance. We do not have to furnish
these bonds.

(4) All reasonable expenses incurred by the
insured at our request to assist us in the
investigation or defense of the claim or
"suit", including actual loss of earnings
up to $500 a day because of time off
from work.

(5) All costs taxed against the insured in
the "suit".

(6) Prejudgment interest awarded against
the insured on that part of the judgment
we pay. If we make an offer to pay the
applicable limit of insurance, we will not
pay any prejudgment interest based on
that period of time after the offer.

(7) All interest on the full amount of any
judgment that accrues after entry of the
judgment and before we have paid,
offered to pay, or deposited in court the
part of the judgment that is within the
applicable limit of insurance.

Any amounts paid under (1) through (7)
above will not reduce the limits of insurance.

Page 34
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b.

If we defend an insured against a "suit"
and an indemnitee of the insured is also
named as a party to the "suit", we will
defend that indemnitee if all of the
following conditions are met:

(1) The "suit" against the indemnitee
seeks damages for which the insured
has assumed the liability of the
indemnitee in a contract or agreement
that is an "insured contract";

(2) This insurance applies to such liability
assumed by the insured;

(3) The obligation to defend, or the cost of
the defense of, that indemnitee, has
also been assumed by the insured in
the same "insured contract";

(4) The allegations in the "suit" and the
information we know about the
"occurrence" are such that no conflict
appears to exist between the interests
of the insured and the interest of the
indemnitee;

(5) The indemnitee and the insured ask

BUSINESS LIABILITY COVERAGE
Item #9.

So long as the above conditions are met,
attorneys' fees incurred by us in the
defense of that indemnitee, necessary
litigation expenses incurred by us and
necessary litigation expenses incurred
by the indemnitee at our request will be
paid as Supplementary Payments.

Notwithstanding the provisions of
Paragraph 1.b.(b) of Section B. —
Exclusions, such payments will not be
deemed to be damages for "bodily
injury" and "property damage" and will
not reduce the Limits of Insurance.

Our obligation to defend an insured's
indemnitee and to pay for attorneys' fees
and necessary litigation expenses as
Supplementary Payments ends when:

(1) We have used up the applicable limit
of insurance in the payment of
judgments or settlements; or

(2) The conditions set forth above, or the
terms of the agreement described in
Paragraph (6) above, are no longer met.

us to conduct and control the defense
of that indemnitee against such "suit"
and agree that we can assign the
same counsel to defend the insured This insurance does not apply to:

and the indemnitee; and a. Expected Or Intended Injury

B. EXCLUSIONS
1. Applicable To Business Liability Coverage

(6) The indemnitee:
(a) Agrees in writing to:
(i) Cooperate with us in the

investigation, settlement or
defense of the "suit";

(ii) Immediately send us copies of
any demands, notices,
summonses or legal papers
received in connection with
the "suit";

(iii) Notify any other insurer whose
coverage is available to the
indemnitee; and

(iv) Cooperate with us with
respect to coordinating other
applicable insurance available
to the indemnitee; and

(b) Provides us with written
authorization to:

(i) Obtain records and other
information related to the
"suit"; and

(i) Conduct and control the
defense of the indemnitee in
such "suit",

Form SS 00 08 04 05

(1) "Bodily injury" or "property damage"
expected or intended from the
standpoint of the insured. This
exclusion does not apply to "bodily
injury" or "property damage" resulting
from the use of reasonable force to
protect persons or property; or

(2) "Personal and advertising injury" arising
out of an offense committed by, at the
direction of or with the consent or
acquiescence of the insured with the
expectation of inflicing "personal and
advertising injury".

Contractual Liability

(1) "Bodily injury" or "property damage"; or

(2) "Personal and advertising injury"

for which the insured is obligated to pay
damages by reason of the assumption of
liability in a contract or agreement.

This exclusion does not apply to liability
for damages because of:

(a) "Bodily injury", "property damage" or
"personal and advertising injury" that
the insured would have in the
absence of the contract or

agreement; or
Page 35 |
Page




BUSINESS LIABILITY COVERAGE FORM

e.

(b) "Bodily injury" or "property damage"
assumed in a contract or agreement
that is an ‘'insured contract",
provided the "bodily injury" or
"property damage" occurs
subsequent to the execution of the
contract or agreement. Solely for
the purpose of liability assumed in
an "insured contract", reasonable
attorneys' fees and necessary
litigation expenses incurred by or for
a party other than an insured are
deemed to be damages because of
"bodily injury" or "property damage"
provided:

(i) Liability to such party for, or for
the cost of, that party’s defense
has also been assumed in the
same "insured contract", and

(ii) Such attorneys' fees and
litigation expenses are for
defense of that party against a
civil or alternative dispute
resolution proceeding in which
damages to which this
insurance applies are alleged.

Liquor Liability

"Bodily injury" or "property damage" for
which any insured may be held liable by
reason of:

(1) Causing or contributing to the
intoxication of any person;

(2) The furnishing of alcoholic beverages to
a person under the legal drinking age or
under the influence of alcohol; or

(3) Any statute, ordinance or regulation
relating to the sale, gift, distribution or
use of alcoholic beverages.

This exclusion applies only if you are in the
business of manufacturing, distributing,
selling, serving or furnishing alcoholic
beverages.

Workers' Compensation And Similar
Laws

Any obligation of the insured under a
workers' compensation, disability benefits
or unemployment compensation law or
any similar law.

Employer’s Liability
"Bodily injury" to:

(1) An "employee" of the insured arising
out of and in the course of:

(a) Employment by the insured; or
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(b) Performing duties related o Tne

conduct of the insured’s business, or

(2) The spouse, child, parent, brother or

sister of that "employee" as a
consequence of (1) above.

This exclusion applies:

(1) Whether the insured may be liable as
an employer or in any other capacity;
and

(2) To any obligation to share damages
with or repay someone else who must
pay damages because of the injury.

This exclusion does not apply to liability
assumed by the insured under an "insured
contract".

Pollution

(1) "Bodily injury", "property damage" or
"personal and advertising injury"
arising out of the actual, alleged or
threatened  discharge, dispersal,
seepage, migration, release or escape
of "pollutants":

(a) At or from any premises, site or
location which is or was at any
time owned or occupied by, or
rented or loaned to any insured.
However, this subparagraph does
not apply to:

(i) "Bodily injury" if sustained within
a building and caused by
smoke, fumes, vapor or soot
produced by or originating from
equipment that is used to heat,
cool or dehumidify the building,
or equipment that is used to
heat water for personal use, by
the building's occupants or their
guests;

(ii) "Bodily injury" or "property
damage" for which you may be
held liable, if you are a
contractor and the owner or
lessee of such premises, site or
location has been added to your
policy as an additional insured
with respect to your ongoing
operations performed for that
additional insured at that
premises, site or location and
such premises, site or location
is not and never was owned or
occupied by, or rented or
loaned to, any insured, other
than that additional insured; or

Page 36
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(b)

(c)

(d)

(iii) "Bodily injury" or "property
damage" arising out of heat,
smoke or fumes from a
"hostile fire";

At or from any premises, site or
location which is or was at any
time used by or for any insured or
others for the handling, storage,
disposal, processing or treatment
of waste;

Which are or were at any time
transported, handled, stored,
treated, disposed of, or processed
as waste by or for:

(i) Any insured; or
(ii) Any person or organization for

whom you may be legally
responsible;

At or from any premises, site or
location on which any insured or
any contractors or subcontractors
working directly or indirectly on
any insured's behalf  are
performing operations if the
"pollutants" are brought on or to
the premises, site or location in
connection with such operations
by such insured, contractor or
subcontractor. However, this
subparagraph does not apply to:
(i) "Bodily injury" or "property
damage" arising out of the
escape of fuels, lubricants or
other operating fluids which are
needed to perform the normal
electrical, hydraulic or
mechanical functions
necessary for the operation of
"mobile equipment" or its parts,
if such fuels, lubricants or other
operating fluids escape from a
vehicle part designed to hold,
store or receive them. This
exception does not apply if the
"bodily injury" or "property
damage" arises out of the
intentional discharge, dispersal
or release of the fuels,
lubricants or other operating
fluids, or if such fuels,
lubricants or other operating
fluids are brought on or to the
premises, site or location with
the intent that they be
discharged, dispersed or
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released as part oOr e
operations being performed
by such insured, contractor or
subcontractor;

(ii) "Bodily injury" or "property
damage" sustained within a
building and caused by the
release of gases, fumes or
vapors from materials brought
into that building in connection
with operations being performed
by you or on your behalf by a
contractor or subcontractor; or

(iii) "Bodily injury" or "property
damage" arising out of heat,
smoke or fumes from a
"hostile fire"; or

At or from any premises, site or
location on which any insured or any
contractors  or  subcontractors
working directly or indirectly on any
insured’s behalf are performing
operations if the operations are to
test for, monitor, clean up, remove,
contain, treat, detoxify or neutralize,
or in any way respond to, or assess
the effects of, "pollutants”.

(2) Any loss, cost or expense arising out
of any:

(@)

(b)

Request, demand, order or statutory
or regulatory requirement that any
insured or others test for, monitor,
clean up, remove, contain, treat,
detoxify or neutralize, or in any way
respond to, or assess the effects of,
"pollutants"; or

Claim or suit by or on behalf of a
governmental authority for
damages because of testing for,
monitoring, cleaning up, removing,
containing, treating, detoxifying or
neutralizing, or in any way
responding to, or assessing the
effects of, "pollutants".

However, this paragraph does not
apply to liability for damages because
of "property damage" that the insured
would have in the absence of such
request, demand, order or statutory or
regulatory requirement, or such claim

or

"suit" by or on behalf of a

governmental authority.
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g.

h.

Aircraft, Auto Or Watercraft

"Bodily injury” or "property damage" arising
out of the ownership, maintenance, use or
entrustment to others of any aircraft, "auto"
or watercraft owned or operated by or rented
or loaned to any insured. Use includes
operation and "loading or unloading".

This exclusion applies even if the claims
against any insured allege negligence or
other wrongdoing in the supervision, hiring,
employment, training or monitoring of others
by that insured, if the "occurrence" which
caused the "bodily injury" or "property
damage" involved the ownership,
maintenance, use or entrustment to others of
any aircraft, "auto" or watercraft that is
owned or operated by or rented or loaned to
any insured.

This exclusion does not apply to:

(1) A watercraft while ashore on premises
you own or rent;

(2) A watercraft you do not own that is:
(a) Less than 51 feet long; and

(b) Not being used to carry persons
for a charge;

(3) Parking an "auto" on, or on the ways
next to, premises you own or rent,
provided the "auto" is not owned by or
rented or loaned to you or the insured;

(4) Liability assumed under any "insured

contract" for the ownership,
maintenance or use of aircraft or
watercraft;

(5) "Bodily injury" or "property damage"
arising out of the operation of any of
the equipment listed in Paragraph f.(2)
or f.(3) of the definition of "mobile
equipment"; or

(6) An aircraft that is not owned by any
insured and is hired, chartered or loaned
with a paid crew. However, this
exception does not apply if the insured
has any other insurance for such "bodily
injury" or "property damage", whether
the other insurance is primary, excess,
contingent or on any other basis.

Mobile Equipment

"Bodily injury" or "property damage"

arising out of:

(1) The transportation of "mobile equipment”
by an "auto" owned or operated by or
rented or loaned to any insured; or
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(2) The use of "mobile equipment—m, or
while in practice or preparation for, a
prearranged racing, speed or
demolition contest or in any stunting
activity.

War

"Bodily injury", "property damage" or
"personal and advertising injury”, however
caused, arising, directly or indirectly, out of:

(1) War, including undeclared or civil war;

(2) Warlike action by a military force,
including action in hindering or
defending against an actual or
expected attack, by any government,
sovereign or other authority using
military personnel or other agents; or

(3) Insurrection, rebellion, revolution,
usurped power, or action taken by
governmental authority in hindering or
defending against any of these.

Professional Services

"Bodily injury", "property damage" or

"personal and advertising injury" arising

out of the rendering of or failure to render

any professional service. This includes
but is not limited to:

(1) Legal, accountng or advertising
services;

(2) Preparing, approving, or failing to
prepare or approve maps, shop
drawings, opinions, reports, surveys,
field orders, change orders, designs or
drawings and specifications;

(3) Supervisory, inspection, architectural
or engineering activities;

(4) Medical, surgical, dental, x-ray or
nursing services treatment, advice or
instruction;

(5) Any health or therapeutic service
treatment, advice or instruction;

(6) Any service, treatment, advice or
instruction for the purpose of
appearance or skin enhancement, hair
removal or replacement or personal
grooming;

(7) Optical or hearing aid services
including the prescribing, preparation,
fitting, demonstration or distribution of
ophthalmic lenses and  similar
products or hearing aid devices;
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(8) Optometry or optometric services
including but not limited to examination
of the eyes and the prescribing,
preparation, fitting,demonstration or
distribution of ophthalmic lenses and
similar products;

(9) Any:
(a) Body piercing (not including ear
piercing);
(b) Tattooing, including but not limited
to the insertion of pigments into or
under the skin; and

(c) Similar services;

(10) Services in the practice of pharmacy;
and

(11) Computer consulting, design or
programming services, including web
site design.

Paragraphs (4) and (5) of this exclusion do
not apply to the Incidental Medical
Malpractice coverage afforded under
Paragraph 1.e. in Section A. - Coverages.

Damage To Property
"Property damage" to:

(1) Property you own, rent or occupy,
including any costs or expenses
incurred by you, or any other person,
organization or entity, for repair,
replacement, enhancement,
restoration or maintenance of such
property for any reason, including
prevention of injury to a person or
damage to another's property;

(2) Premises you sell, give away or
abandon, if the "property damage" arises
out of any part of those premises;

(3) Property loaned to you;

(4) Personal property in the care, custody
or control of the insured;

(5) That particular part of real property on
which you or any contractors or
subcontractors  working directly or
indirectly on your behalf are performing
operations, if the "property damage"
arises out of those operations; or

(6) That particular part of any property
that must be restored, repaired or
replaced because "your work" was
incorrectly performed on it.
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Paragraphs (1), (3) and (4) or s
exclusion do not apply to "property
damage" (other than damage by fire) to
premises, including the contents of such
premises, rented to you for a period of 7 or
fewer consecutive days. A separate Limit
of Insurance applies to Damage To
Premises Rented To You as described in
Section D. - Limits Of Insurance.

Paragraph (2) of this exclusion does not
apply if the premises are "your work" and
were never occupied, rented or held for
rental by you.

Paragraphs (3) and (4) of this exclusion do
not apply to the use of elevators.

Paragraphs (3), (4), (5) and (6) of this
exclusion do not apply to liability assumed
under a sidetrack agreement.

Paragraphs (3) and (4) of this exclusion do
not apply to "property damage" to
borrowed equipment while not being used
to perform operations at a job site.

Paragraph (6) of this exclusion does not
apply to "property damage" included in the
"products-completed operations hazard".

Damage To Your Product

"Property damage" to "your product”
arising out of it or any part of it.

. Damage To Your Work

"Property damage" to "your work" arising
out of it or any part of it and included in the
"products-completed operations hazard".

This exclusion does not apply if the
damaged work or the work out of which
the damage arises was performed on your
behalf by a subcontractor.

Damage To Impaired Property Or
Property Not Physically Injured

"Property damage" to "impaired property"
or property that has not been physically
injured, arising out of:

(1) A defect, deficiency, inadequacy or
dangerous condition in "your product”
or "your work"; or

(2) A delay or failure by you or anyone
acting on your behalf to perform a
contract or agreement in accordance
with its terms.

This exclusion does not apply to the loss
of use of other property arising out of
sudden and accidental physical injury to
"your product" or "your work" after it has

been put to its intended use.
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Recall Of Products, Work Or Impaired
Property

Damages claimed for any loss, cost or
expense incurred by you or others for the
loss of use, withdrawal, recall, inspection,
repair, replacement, adjustment, removal
or disposal of:

(1) "Your product";

(2) "Your work"; or

(3) "Impaired property";

if such product, work or property is
withdrawn or recalled from the market or
from use by any person or organization
because of a known or suspected defect,

deficiency, inadequacy or dangerous
condition in it.

Personal And Advertising Injury
"Personal and advertising injury":

(1) Arising out of oral, written or electronic
publication of material, if done by or at
the direction of the insured with
knowledge of its falsity;

(2) Arising out of oral, written or electronic
publication of material whose first
publication took place before the
beginning of the policy period;

(3) Arising out of a criminal act committed
by or at the direction of the insured;

(4) Arising out of any breach of contract,
except an implied contract to use
another's "advertising idea" in your
"advertisement";

(5) Arising out of the failure of goods,
products or services to conform with
any statement of quality or
performance made in your
"advertisement";

(6) Arising out of the wrong description of
the price of goods, products or services;

(7) Arising out of any violation of any
intellectual property rights such as
copyright, patent, trademark, trade
name, trade secret, service mark or
other designation of origin or
authenticity.

However, this exclusion does not
apply to infringement, in your
"advertisement", of

(a) Copyright;

(b) Slogan, unless the slogan is also
a trademark, trade name, service
mark or other designation of origin
or authenticity; or
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(c) Title of any literary or artisticWorK;

(8) Arising out of an offense committed by
an insured whose business is:
(a) Advertising, broadcasting,
publishing or telecasting;

(b) Designing or determining content
of web sites for others; or

(¢) An Internet search, access,
content or service provider.

However, this exclusion does not
apply to Paragraphs a., b. and c.
under the definition of "personal and
advertising injury" in Section G. —
Liability And Medical Expenses
Definitions.

For the purposes of this exclusion,
placing an "advertisement" for or
linking to others on your web site, by
itself, is not considered the business
of advertising, broadcasting,
publishing or telecasting;

(9) Arising out of an electronic chat room
or bulletin board the insured hosts,
owns, or over which the insured
exercises control;

(10) Arising out of the unauthorized use of
another's name or product in your e-mail
address, domain name or metatags, or
any other similar tactics to mislead
another's potential customers;

(11) Arising out of the violation of a
person's right of privacy created by
any state or federal act.

However, this exclusion does not
apply to liability for damages that the
insured would have in the absence of
such state or federal act;

(12) Arising out of:

(a) An "advertisement" for others on
your web site;

(b) Placing a link to a web site of
others on your web site;

(c) Content from a web site of others
displayed within a frame or border
on your web site. Content includes
information, code, sounds, text,
graphics or images; or

(d) Computer code, software or
programming used to enable:
(i) Your web site; or

(ii) The presentation or functionality
of an "advertisement" or other
content on your web site;
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(13) Arising out of a violation of any anti-
trust law;

(14) Arising out of the fluctuation in price or
value of any stocks, bonds or other
securities; or

(15) Arising out of discrimination or
humiliation committed by or at the
direction of any "executive officer",
director, stockholder, partner or
member of the insured.

Electronic Data

Damages arising out of the loss of, loss of
use of, damage to, corruption of, inability
to access, or inabilty to manipulate
"electronic data".

Employment-Related Practices

"Bodily injury" or "personal and advertising
injury" to:
(1) A person arising out of any:

(a) Refusal to employ that person;

(b) Termination of that person's
employment; or

(c¢) Employment-related practices,
policies, acts or omissions, such as
coercion, demotion, evaluation,
reassignment, discipline,
defamation, harassment, humiliation
or discrimination directed at that
person; or

(2) The spouse, child, parent, brother or
sister of that person as a
consequence of "bodily injury" or
"personal and advertising injury” to the
person at whom any of the
employment-related practices
described in Paragraphs (a), (b), or (c)
above is directed.

This exclusion applies:

(1) Whether the insured may be liable as
an employer or in any other capacity;
and

(2) To any obligation to share damages
with or repay someone else who must
pay damages because of the injury.

Asbestos

(1) "Bodily injury", "property damage" or
"personal and advertising injury"
arising out of the "asbestos hazard".

(2) Any damages, judgments, settlements,
loss, costs or expenses that:
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(@) May be awarded or incufred by
reason of any claim or suit
alleging actual or threatened injury
or damage of any nature or kind to
persons or property which would
not have occurred in whole or in
part but for the "asbestos hazard";

(b) Arise out of any request, demand,
order or statutory or regulatory
requirement that any insured or
others test for, monitor, clean up,
remove, encapsulate, contain,
treat, detoxify or neutralize or in
any way respond to or assess the
effects of an "asbestos hazard"; or

(c) Arise out of any claim or suit for
damages because of testing for,
monitoring, cleaning up, removing,
encapsulating, containing, treating,
detoxifying or neutralizing or in any
way responding to or assessing the
effects of an "asbestos hazard".

t. Violation Of Statutes That Govern E-

Mails, Fax, Phone Calls Or Other
Methods Of Sending Material Or
Information

"Bodily injury", "property damage", or
"personal and advertising injury" arising
directly or indirectly out of any action or
omission that violates or is alleged to
violate:

(1) The Telephone Consumer Protection
Act (TCPA), including any amendment
of or addition to such law;

(2) The CAN-SPAM Act of 2003, including
any amendment of or addition to such
law; or

(3) Any statute, ordinance or regulation,
other than the TCPA or CAN-SPAM Act
of 2003, that prohibits or limits the
sending, transmitting, communicating or
distribution of material or information.

Damage To Premises Rented To You -
Exception For Damage By Fire, Lightning
or Explosion

Exclusions c. through h. and k. through o. do
not apply to damage by fire, lightning or
explosion to premises rented to you or
temporarily occupied by you with permission of
the owner. A separate Limit of Insurance
applies to this coverage as described in
Section D. - Liability And Medical Expenses

Limits Of Insurance.
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2. Applicable To Medical Expenses Coverage

We will not pay expenses for "bodily injury":

a.

Any Insured
To any insured, except "volunteer workers".

Hired Person

To a person hired to do work for or on behalf
of any insured or a tenant of any insured.

Injury On Normally Occupied Premises

To a person injured on that part of
premises you own or rent that the person
normally occupies.

Workers' Compensation And Similar
Laws

To a person, whether or not an
"employee" of any insured, if benefits for
the "bodily injury" are payable or must be
provided under a workers' compensation
or disability benefits law or a similar law.
Athletics Activities

To a person injured while practicing,
instructing or participating in any physical
exercises or games, sports or athletic
contests.

Products-Completed Operations Hazard

Included with the "products-completed
operations hazard".

Business Liability Exclusions
Excluded under Business Liability Coverage.

C. WHO IS AN INSURED

1. If you are designated in the Declarations as:

a.

An individual, you and your spouse are
insureds, but only with respect to the
conduct of a business of which you are the
sole owner.

A partnership or joint venture, you are an
insured. Your members, your partners, and
their spouses are also insureds, but only with
respect to the conduct of your business.

A limited liability company, you are an
insured. Your members are also insureds,
but only with respect to the conduct of your
business. Your managers are insureds, but
only with respect to their duties as your
managers.

An organization other than a partnership,
joint venture or limited liability company, you
are an insured. Your "executive officers" and
directors are insureds, but only with respect
to their duties as your officers or directors.
Your stockholders are also insureds, but only
with respect to their liability as stockholders.

Page 10 of 24

e.

Item #9.

A trust, you are an insured. Your [FUSEES
are also insureds, but only with respect to
their duties as trustees.

2. Each of the following is also an insured:

a.

Employees And Volunteer Workers

Your "volunteer workers" only while
performing duties related to the conduct of
your business, or your "employees", other
than either your "executive officers" (if you
are an organization other than a
partnership, joint venture or limited liability
company) or your managers (if you are a
limited liability company), but only for acts
within the scope of their employment by
you or while performing duties related to
the conduct of your business.

However, none of these "employees" or

"volunteer workers" are insureds for:

(1) "Bodily injury" or "personal and
advertising injury":

(@) To you, to your partners or
members (if you are a partnership
or joint venture), to your members
(if you are a limited liability
company), or to a co-"employee"
while in the course of his or her
employment or performing duties
related to the conduct of your
business, or to your other
"volunteer workers" while
performing duties related to the
conduct of your business;

(b) To the spouse, child, parent,
brother or sister of that co-
"employee" or that "volunteer
worker" as a consequence of
Paragraph (1)(a) above;

(c) For which there is any obligation
to share damages with or repay
someone else who must pay
damages because of the injury
described in Paragraphs (1)(a) or
(b) above; or

(d) Arising out of his or her providing
or failing to provide professional
health care services.

If you are not in the business of
providing professional health care
services, Paragraph (d) does not apply
to any nurse, emergency medical
technician or paramedic employed by
you to provide such services.

(2) "Property damage" to property:
(a) Owned, occupied or used by,
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(b) Rented to, in the care, custody or
control of, or over which physical
control is being exercised for any
purpose by you, any of your
"employees", "volunteer workers",
any partner or member (if you are
a partnership or joint venture), or
any member (if you are a limited

liability company).
b. Real Estate Manager

Any person (other than your "employee" or
"volunteer worker"), or any organization
while acting as your real estate manager.

c. Temporary Custodians Of Your
Property

Any person or organization having proper

temporary custody of your property if you

die, but only:

(1) With respect to liability arising out of the
maintenance or use of that property; and

(2) Until your legal representative has
been appointed.

d. Legal Representative If You Die

Your legal representative if you die, but
only with respect to duties as such. That
representative will have all your rights and
duties under this insurance.

e. Unnamed Subsidiary

Any subsidiary and subsidiary thereof, of
yours which is a legally incorporated entity
of which you own a financial interest of
more than 50% of the voting stock on the
effective date of this Coverage Part.

The insurance afforded herein for any
subsidiary not shown in the Declarations
as a named insured does not apply to
injury or damage with respect to which an
insured under this insurance is also an
insured under another policy or would be
an insured under such policy but for its
termination or upon the exhaustion of its
limits of insurance.

3. Newly Acquired Or Formed Organization

Any organization you newly acquire or form,
other than a partnership, joint venture or
limited liability company, and over which you
maintain financial interest of more than 50% of
the voting stock, will qualify as a Named
Insured if there is no other similar insurance
available to that organization. However:

a. Coverage under this provision is afforded
only until the 180th day after you acquire
or form the organization or the end of the
policy period, whichever is earlier; and
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b. Coverage under this provision dogs not
apply to:
(1) "Bodily injury" or "property damage"
that occurred; or

(2) "Personal and advertising injury"
arising out of an offense committed

before you acquired or formed the
organization.

Operator Of Mobile Equipment

With respect to "mobile equipment” registered in
your name under any motor vehicle registration
law, any person is an insured while driving such
equipment along a public highway with your
permission. Any other person or organization
responsible for the conduct of such person is
also an insured, but only with respect to liability
arising out of the operation of the equipment, and
only if no other insurance of any kind is available
to that person or organization for this liability.
However, no person or organization is an insured
with respect to:

a. "Bodily injury" to a co-"employee" of the
person driving the equipment; or

b. "Property damage" to property owned by,
rented to, in the charge of or occupied by
you or the employer of any person who is
an insured under this provision.

Operator of Nonowned Watercraft

With respect to watercraft you do not own that
is less than 51 feet long and is not being used
to carry persons for a charge, any person is an
insured while operating such watercraft with
your permission. Any other person or
organization responsible for the conduct of
such person is also an insured, but only with
respect to liability arising out of the operation
of the watercraft, and only if no other
insurance of any kind is available to that
person or organization for this liability.

However, no person or organization is an

insured with respect to:

a. "Bodily injury" to a co-"employee" of the
person operating the watercraft; or

b. "Property damage" to property owned by,
rented to, in the charge of or occupied by
you or the employer of any person who is
an insured under this provision.

Additional Insureds When Required By
Written Contract, Written Agreement Or
Permit

The person(s) or organization(s) identified in
Paragraphs a. through f. below are additional
insureds when you have agreed, in a written
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contract, written agreement or because of a
permit issued by a state or political
subdivision, that such person or organization
be added as an additional insured on your
policy, provided the injury or damage occurs
subsequent to the execution of the contract or
agreement, or the issuance of the permit.

A person or organization is an additional
insured under this provision only for that
period of time required by the contract,
agreement or permit.

However, no such person or organization is an
additional insured under this provision if such
person or organization is included as an
additional insured by an endorsement issued
by us and made a part of this Coverage Part,
including all persons or organizations added
as additional insureds under the specific
additional insured coverage grants in Section
F. — Optional Additional Insured Coverages.

a. Vendors

Any person(s) or organization(s) (referred to
below as vendor), but only with respect to
"bodily injury" or "property damage" arising
out of "your products" which are distributed
or sold in the regular course of the vendor's
business and only if this Coverage Part
provides coverage for "bodily injury" or
"property damage" included within the
"products-completed operations hazard".

(1) The insurance afforded to the vendor
is subject to the following additional
exclusions:

This insurance does not apply to:

(a) "Bodily injury" or "property
damage" for which the vendor is
obligated to pay damages by
reason of the assumption of
liability in a contract or agreement.
This exclusion does not apply to
liability for damages that the
vendor would have in the absence
of the contract or agreement;

(b) Any express warranty
unauthorized by you;

(c¢) Any physical or chemical change
in the product made intentionally
by the vendor;

(d) Repackaging, except when
unpacked solely for the purpose of
inspection, demonstration, testing,
or the substitution of parts under
instructions from the manufacturer,
and then repackaged in the
original container;
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(e) Any failure to make —sucnh
inspections, adjustments, tests or
servicing as the vendor has
agreed to make or normally
undertakes to make in the usual
course of business, in connection
with the distribution or sale of the
products;

(f) Demonstration, installation,
servicing or repair operations,
except such operations performed
at the vendor's premises in
connection with the sale of the
product;

(9) Products which, after distribution
or sale by you, have been labeled
or relabeled or used as a
container, part or ingredient of any
other thing or substance by or for
the vendor; or

(h) "Bodily injury" or "property
damage" arising out of the sole
negligence of the vendor for its
own acts or omissions or those of
its employees or anyone else
acting on its behalf. However, this
exclusion does not apply to:

() The exceptions contained in
Subparagraphs (d) or (f); or

(ii) Such inspections, adjustments,
tests or servicing as the vendor
has agreed to make or normally
undertakes to make in the usual
course of  business, in
connection with the distribution
or sale of the products.

(2) This insurance does not apply to any
insured person or organization from
whom you have acquired such products,
or any ingredient, part or container,
entering  into, accompanying or
containing such products.

b. Lessors Of Equipment

(1) Any person or organizaton from
whom you lease equipment; but only
with respect to their liability for "bodily
injury",  "property = damage" or
"personal and advertising injury"
caused, in whole or in part, by your
maintenance, operation or use of
equipment leased to you by such
person or organization.
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(2) With respect to the insurance afforded e. Permits Issued By State Or F

to these additional insureds, this
insurance does not apply to any
"occurrence" which takes place after
you cease to lease that equipment.

c. Lessors Of Land Or Premises

Subdivisions

(1)

Any state or political subdivision, but
only with respect to operations
performed by you or on your behalf for
which the state or political subdivision

(1) Any person or organization from has issued a permit.
whom you lease land or premises, but (2) With respect to the insurance afforded
only with respect to liability arising out to these additional insureds, this
of the ownership, maintenance or use insurance does not apply to:
of that part of the land or premises (a) "Bodily injury", "property damage"
leased to you. or "personal and advertising
(2) With respect to the insurance afforded injury" arising out of operations

to these additional insureds, this
insurance does not apply to:

(a) Any ‘"occurrence" which takes
place after you cease to lease that
land or be a tenant in that

performed for the state or
municipality; or

(b) "Bodily injury" or "property damage"
included within the "products-
completed operations hazard".

premises; or f. Any Other Party
(b) Structural alterations, new (1) Any other person or organization who
construction or demolition

operations performed by or on
behalf of such person or
organization.

d. Architects, Engineers Or Surveyors

is not an insured under Paragraphs a.
through e. above, but only with
respect to liability for "bodily injury",
"property damage" or "personal and
advertising injury" caused, in whole or

(1) Any architect, engineer, or surveyor, but in part, by your acts or omissions or
only with respect to liability for "bodily the acts or omissions of those acting
injury", "property damage" or "personal on your behalf:
and advertising injury”" caused, in whole (@) In the performance of your
or in part, by your acts or omissions or ongoing operations;
the acts or omissions of those acting on (b) In connection with your premises
your behalf: owned by or rented to you; or
(a) In connection with your premises; (c) In connection with "your work" and

or included within the "products-

(b) In the performance of your completed operations hazard", but
ongoing operations performed by only if

you or on your behalf. (i) The written contract or written

(2) With respect to the insurance afforded agreement requires you to

to these additional insureds, the
following additional exclusion applies:

This insurance does not apply to
"bodily injury", "property damage" or
"personal and advertising injury"
arising out of the rendering of or the
failure to render any professional
services by or for you, including:

(a) The preparing, approving, or
failure to prepare or approve,
maps, shop drawings, opinions,
reports, surveys, field orders,
change orders, designs or
drawings and specifications; or

(b) Supervisory,
architectural or
activities.

inspection,
engineering
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(2)

provide such coverage to
such additional insured; and

(ii) This Coverage Part provides
coverage for "bodily injury" or
"property damage" included
within the "products-
completed operations hazard".

With respect to the insurance afforded
to these additional insureds, this
insurance does not apply to:

"Bodily injury", "property damage" or
"personal and advertising injury”
arising out of the rendering of, or the
failure to render, any professional
architectural, engineering or surveying

services, including:
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(a) The preparing, approving, or
failure to prepare or approve,
maps, shop drawings, opinions,
reports, surveys, field orders,
change orders, designs or
drawings and specifications; or

(b) Supervisory, inspection,
architectural or engineering
activities.

The limits of insurance that apply to additional
insureds are described in Section D. — Limits
Of Insurance.

How this insurance applies when other
insurance is available to an additional insured
is described in the Other Insurance Condition
in Section E. — Liability And Medical Expenses
General Conditions.

No person or organization is an insured with
respect to the conduct of any current or past
partnership, joint venture or limited liability
company that is not shown as a Named Insured in
the Declarations.

D. LIABILITY AND MEDICAL EXPENSES
LIMITS OF INSURANCE

1.

The Most We Will Pay

The Limits of Insurance shown in the
Declarations and the rules below fix the most
we will pay regardless of the number of:

a. Insureds;

b. Claims made or "suits" brought; or

c. Persons or organizations making claims or
bringing "suits".

Aggregate Limits

The most we will pay for:

a. Damages because of "bodily injury" and
"property damage" included in the
"products-completed operations hazard" is
the Products-Completed Operations
Aggregate Limit  shown in the
Declarations.

b. Damages because of all other "bodily
injury", "property damage" or "personal
and advertising injury", including medical
expenses, is the General Aggregate Limit
shown in the Declarations.

This General Aggregate Limit applies
separately to each of your "locations"
owned by or rented to you.

"Location" means premises involving the
same or connecting lots, or premises
whose connection is interrupted only by a
street, roadway or right-of-way of a
railroad.
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This General Aggregate limit dogs not
apply to "property damage" to premises
while rented to you or temporarily
occupied by you with permission of the
owner, arising out of fire, lightning or
explosion.

Each Occurrence Limit

Subject to 2.a. or 2.b above, whichever
applies, the most we will pay for the sum of all
damages because of all "bodily injury",
"property damage" and medical expenses
arising out of any one "occurrence" is the
Liability and Medical Expenses Limit shown in
the Declarations.

The most we will pay for all medical expenses
because of "bodily injury" sustained by any
one person is the Medical Expenses Limit
shown in the Declarations.

Personal And Advertising Injury Limit

Subject to 2.b. above, the most we will pay for
the sum of all damages because of all
"personal and advertising injury" sustained by
any one person or organization is the Personal
and Advertising Injury Limit shown in the
Declarations.

Damage To Premises Rented To You Limit

The Damage To Premises Rented To You
Limit is the most we will pay under Business
Liability Coverage for damages because of
"property damage" to any one premises, while
rented to you, or in the case of damage by fire,
lightning or explosion, while rented to you or
temporarily occupied by you with permission of
the owner.

In the case of damage by fire, lightning or
explosion, the Damage to Premises Rented To
You Limit applies to all damage proximately
caused by the same event, whether such
damage results from fire, lightning or explosion
or any combination of these.

How Limits Apply To Additional Insureds

The most we will pay on behalf of a person or
organization who is an additional insured
under this Coverage Part is the lesser of:

a. The limits of insurance specified in a
written contract, written agreement or
permit issued by a state or political
subdivision; or

b. The Limits of Insurance shown in the
Declarations.

Such amount shall be a part of and not in
addition to the Limits of Insurance shown in
the Declarations and described in this Section.
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If more than one limit of insurance under this
policy and any endorsements attached thereto
applies to any claim or "suit", the most we will pay
under this policy and the endorsements is the
single highest limit of liability of all coverages
applicable to such claim or "suit". However, this
paragraph does not apply to the Medical Expenses
limit set forth in Paragraph 3. above.

The Limits of Insurance of this Coverage Part apply
separately to each consecutive annual period and to
any remaining period of less than 12 months, starting
with the beginning of the policy period shown in the
Declarations, unless the policy period is extended
after issuance for an additional period of less than 12
months. In that case, the additional period will be
deemed part of the last preceding period for purposes
of determining the Limits of Insurance.

. LIABILITY AND MEDICAL EXPENSES
GENERAL CONDITIONS

1. Bankruptcy

Bankruptcy or insolvency of the insured or of
the insured's estate will not relieve us of our
obligations under this Coverage Part.

2. Duties In The Event Of Occurrence,
Offense, Claim Or Suit

a. Notice Of Occurrence Or Offense

You or any additional insured must see to
it that we are notified as soon as
practicable of an "occurrence" or an
offense which may result in a claim. To
the extent possible, notice should include:

(1) How, when and where the "occurrence"
or offense took place;

(2) The names and addresses of any
injured persons and witnesses; and

(3) The nature and location of any injury
or damage arising out of the
"occurrence" or offense.

b. Notice Of Claim
If a claim is made or "suit" is brought
against any insured, you or any additional
insured must:

(1) Immediately record the specifics of the
claim or "suit" and the date received;
and

(2) Notify us as soon as practicable.

You or any additional insured must see to

it that we receive a written notice of the
claim or "suit" as soon as practicable.

c. Assistance And Cooperation Of The
Insured

You and any other involved insured must:
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(1) Immediately send us copies o any
demands, notices, summonses or
legal papers received in connection
with the claim or "suit";

(2) Authorize us to obtain records and
other information;

(3) Cooperate with us in the investigation,
settlement of the claim or defense
against the "suit"; and

(4) Assist us, upon our request, in the
enforcement of any right against any
person or organization that may be
liable to the insured because of injury
or damage to which this insurance
may also apply.

Obligations At The Insured's Own Cost

No insured will, except at that insured's own
cost, voluntarily make a payment, assume
any obligation, or incur any expense, other
than for first aid, without our consent.

Additional Insured's Other Insurance

If we cover a claim or "suit" under this
Coverage Part that may also be covered
by other insurance available to an
additional insured, such additional insured
must submit such claim or "suit" to the
other insurer for defense and indemnity.

However, this provision does not apply to
the extent that you have agreed in a
written contract, written agreement or
permit that this insurance is primary and
non-contributory  with  the additional
insured's own insurance.

Knowledge Of An Occurrence, Offense,
Claim Or Suit

Paragraphs a. and b. apply to you or to
any additional insured only when such
"occurrence”, offense, claim or "suit" is
known to:

(1) You or any additional insured that is
an individual;

(2) Any partner, if you or an additional
insured is a partnership;

(3) Any manager, if you or an additional
insured is a limited liability company;

(4) Any "executive officer" or insurance
manager, if you or an additional
insured is a corporation;

(5) Any trustee, if you or an additional
insured is a trust; or

(6) Any elected or appointed official, if you

or an additional insured is a political
subdivision or public entity.
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This Paragraph f. applies separately to
you and any additional insured.

Financial Responsibility Laws

a. When this policy is certified as proof of
financial responsibility for the future under
the provisions of any motor vehicle
financial responsibility law, the insurance
provided by the policy for "bodily injury"
liability and "property damage" liability will
comply with the provisions of the law to
the extent of the coverage and limits of
insurance required by that law.

b. With respect to "mobile equipment" to
which this insurance applies, we will
provide any liability, uninsured motorists,
underinsured motorists, no-fault or other
coverage required by any motor vehicle
law. We will provide the required limits for
those coverages.

Legal Action Against Us

No person or organization has a right under
this Coverage Form:

a. To join us as a party or otherwise bring us
into a "suit" asking for damages from an
insured; or

b. To sue us on this Coverage Form unless
all of its terms have been fully complied
with,

A person or organization may sue us to recover
on an agreed settlement or on a final judgment
against an insured; but we will not be liable for
damages that are not payable under the terms of
this insurance or that are in excess of the
applicable limit of insurance. @ An agreed
settlement means a setlement and release of
liability signed by us, the insured and the
claimant or the claimant's legal representative.

Separation Of Insureds

Except with respect to the Limits of Insurance,
and any rights or duties specifically assigned
in this policy to the first Named Insured, this
insurance applies:

a. As if each Named Insured were the only
Named Insured; and

b. Separately to each insured against whom
a claim is made or "suit" is brought.

Representations
a. When You Accept This Policy
By accepting this policy, you agree:

(1) The statements in the Declarations
are accurate and complete;

(2) Those statements are based upon
representations you made to us; and

Page 16 of 24

Item #9.

(3) We have issued this policy in remance
upon your representations.

b. Unintentional Failure To Disclose
Hazards

If unintentionally you should fail to disclose
all hazards relating to the conduct of your
business at the inception date of this
Coverage Part, we shall not deny any
coverage under this Coverage Part
because of such failure.

7. Other Insurance

If other valid and collectible insurance is
available for a loss we cover under this
Coverage Part, our obligations are limited as
follows:

a. Primary Insurance

This insurance is primary except when b.
below applies. If other insurance is also
primary, we will share with all that other
insurance by the method described in c.
below.

b. Excess Insurance

This insurance is excess over any of the
other insurance, whether primary, excess,
contingent or on any other basis:

(1) Your Work

That is Fire, Extended Coverage,
Builder's Risk, Installation Risk or
similar coverage for "your work";

(2) Premises Rented To You

That is fire, lightning or explosion
insurance for premises rented to you
or temporarily occupied by you with
permission of the owner;

(3) Tenant Liability

That is insurance purchased by you to
cover your liability as a tenant for
"property damage" to premises rented
to you or temporarily occupied by you
with permission of the owner;

(4) Aircraft, Auto Or Watercraft

If the loss arises out of the maintenance
or use of aircraft, "autos" or watercraft to
the extent not subject to Exclusion g. of
Section A. — Coverages.

(5) Property Damage To Borrowed
Equipment Or Use Of Elevators

If the loss arises out of "property
damage" to borrowed equipment or
the use of elevators to the extent not
subject to Exclusion k. of Section A. —

Coverages.
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(6) When You Are Added As An
Additional Insured To Other
Insurance

That is other insurance available to
you covering liability for damages
arising out of the premises or
operations, or products and completed
operations, for which you have been
added as an additional insured by that
insurance; or

(7) When You Add Others As An
Additional Insured To This
Insurance

That is other insurance available to an
additional insured.

However, the following provisions
apply to other insurance available to
any person or organization who is an
additional insured under this Coverage
Part:

(a) Primary Insurance When
Required By Contract

This insurance is primary if you
have agreed in a written contract,
written agreement or permit that
this insurance be primary. If other
insurance is also primary, we will
share with all that other insurance
by the method described in c.
below.

(b) Primary And Non-Contributory
To Other Insurance When
Required By Contract

If you have agreed in a written
contract, written agreement or
permit that this insurance is
primary and non-contributory with
the additional insured's own
insurance, this insurance is
primary and we will not seek
contribution from that other
insurance.

Paragraphs (a) and (b) do not apply to
other insurance to which the additional
insured has been added as an
additional insured.

When this insurance is excess, we will
have no duty under this Coverage Part to
defend the insured against any "suit" if any
other insurer has a duty to defend the
insured against that "suit". If no other
insurer defends, we will undertake to do
so, but we will be entitled to the insured's
rights against all those other insurers.
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When this insurance is excess overomer
insurance, we will pay only our share of
the amount of the loss, if any, that
exceeds the sum of:

(1) The total amount that all such other
insurance would pay for the loss in the
absence of this insurance; and

(2) The total of all deductible and self-
insured amounts under all that other
insurance.

We will share the remaining loss, if any, with
any other insurance that is not described in
this Excess Insurance provision and was not
bought specifically to apply in excess of the
Limits of Insurance shown in the
Declarations of this Coverage Part.

Method Of Sharing

If all the other insurance permits
contribution by equal shares, we will follow
this method also. Under this approach,
each insurer contributes equal amounts
until it has paid its applicable limit of
insurance or none of the loss remains,
whichever comes first.

If any of the other insurance does not permit
contribution by equal shares, we will
contfribute by limits. Under this method, each
insurer's share is based on the ratio of its
applicable limit of insurance to the total
applicable limits of insurance of all insurers.

8. Transfer Of Rights Of Recovery Against
Others To Us

a.

Transfer Of Rights Of Recovery

If the insured has rights to recover all or
part of any payment, including
Supplementary Payments, we have made
under this Coverage Part, those rights are
transferred to us. The insured must do
nothing after loss to impair them. At our
request, the insured will bring "suit" or
transfer those rights to us and help us
enforce them. This condition does not
apply to Medical Expenses Coverage.

Waiver Of Rights Of Recovery (Waiver
Of Subrogation)

If the insured has waived any rights of
recovery against any person or
organization for all or part of any payment,
including Supplementary Payments, we
have made under this Coverage Part, we
also waive that right, provided the insured
waived their rights of recovery against
such person or organization in a contract,
agreement or permit that was executed
prior to the injury or damage.
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F. OPTIONAL

BUSINESS LIABILITY COVERAGE FORM

ADDITIONAL INSURED

COVERAGES

If listed or shown as applicable in the Declarations,
one or more of the following Optional Additional
Insured Coverages also apply. When any of these
Optional Additional Insured Coverages apply,
Paragraph 6. (Additional Insureds When Required
by Written Contract, Written Agreement or Permit)
of Section C., Who Is An Insured, does not apply
to the person or organization shown in the
Declarations. These coverages are subject to the
terms and conditions applicable to Business
Liability Coverage in this policy, except as
provided below:

1. Additional Insured - Designated Person Or
Organization

WHO IS AN INSURED under Section C. is
amended to include as an additional insured
the person(s) or organization(s) shown in the
Declarations, but only with respect to liability
for "bodily injury", "property damage" or
"personal and advertising injury" caused, in
whole or in part, by your acts or omissions or
the acts or omissions of those acting on your
behalf:

a. In the performance of your ongoing
operations; or

b. In connection with your premises owned
by or rented to you.

2. Additional Insured - Managers Or Lessors
Of Premises

a. WHO IS AN INSURED under Section C. is
amended to include as an additional insured
the person(s) or organization(s) shown in the
Declarations as an Additional Insured -
Designated Person Or Organization; but only
with respect to liability arising out of the
ownership, maintenance or use of that part of
the premises leased to you and shown in the
Declarations.

b. With respect to the insurance afforded to
these additional insureds, the following
additional exclusions apply:

This insurance does not apply to:

(1) Any "occurrence" which takes place
after you cease to be a tenant in that
premises; or

(2) Structural alterations, new
construction or demolition operations
performed by or on behalf of such
person or organization.
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Additional Insured - Grantor Of Frang

WHO IS AN INSURED under Section C. is
amended to include as an additional insured
the person(s) or organization(s) shown in the
Declarations as an Additional Insured -
Grantor Of Franchise, but only with respect to
their liability as grantor of franchise to you.

Additional Insured - Lessor Of Leased
Equipment

a. WHO IS AN INSURED under Section C. is
amended to include as an additional
insured the person(s) or organization(s)
shown in the Declarations as an Additional
Insured — Lessor of Leased Equipment,
but only with respect to liability for "bodily
injury", "property damage" or "personal
and advertising injury" caused, in whole or
in part, by your maintenance, operation or
use of equipment leased to you by such
person(s) or organization(s).

b. With respect to the insurance afforded to
these additional insureds, this insurance
does not apply to any "occurrence" which
takes place after you cease to lease that
equipment.

Additional Insured - Owners Or Other
Interests From Whom Land Has Been
Leased

a. WHO IS AN INSURED under Section C. is
amended to include as an additional
insured the person(s) or organization(s)
shown in the Declarations as an Additional
Insured — Owners Or Other Interests From
Whom Land Has Been Leased, but only
with respect to liability arising out of the
ownership, maintenance or use of that part
of the land leased to you and shown in the
Declarations.

b. With respect to the insurance afforded to
these additional insureds, the following
additional exclusions apply:

This insurance does not apply to:

(1) Any "occurrence" that takes place
after you cease to lease that land; or

(2) Structural alterations, new
construction or demolition operations
performed by or on behalf of such
person or organization.

Additional Insured - State Or Political
Subdivision — Permits

a. WHO IS AN INSURED under Section C. is
amended to include as an additional
insured the state or political subdivision
shown in the Declarations as an Additional
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Insured — State Or Political Subdivision -
Permits, but only with respect to
operations performed by you or on your
behalf for which the state or political
subdivision has issued a permit.

With respect to the insurance afforded to
these additional insureds, the following
additional exclusions apply:

This insurance does not apply to:

(1) "Bodily injury", "property damage" or
"personal and advertising injury"
arising out of operations performed for
the state or municipality; or

(2) "Bodily injury" or "property damage"
included in the "product-completed
operations" hazard.

7. Additional Insured — Vendors

a.

WHO IS AN INSURED under Section C. is
amended to include as an additional
insured the person(s) or organization(s)
(referred to below as vendor) shown in the
Declarations as an Additional Insured -
Vendor, but only with respect to "bodily
injury" or "property damage" arising out of
"your products" which are distributed or
sold in the regular course of the vendor's
business and only if this Coverage Part
provides coverage for "bodily injury" or
"property damage" included within the
"oroducts-completed operations hazard".

The insurance afforded to the vendor is
subject to the following additional exclusions:
(1) This insurance does not apply to:

(a) "Bodily injury" or "property
damage" for which the vendor is
obligated to pay damages by
reason of the assumption of
liability in a contract or agreement.
This exclusion does not apply to
liability for damages that the
vendor would have in the absence
of the contract or agreement;

(b) Any express warranty
unauthorized by you;

(c¢) Any physical or chemical change
in the product made intentionally
by the vendor;

(d) Repackaging, unless unpacked
solely for the purpose of inspection,
demonstration, testing, or the
substituton  of  parts  under
instructions from the manufacturer,
and then repackaged in the original
container;
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(e) Any failure to make —such
inspections, adjustments, tests or
servicing as the vendor has agreed
to make or normally undertakes to
make in the wusual course of
business, in connection with the
distribution or sale of the products;

(f) Demonstration, installation,
servicing or repair operations,
except such operations performed
at the vendor's premises in
connection with the sale of the
product;

(g) Products which, after distribution
or sale by you, have been labeled
or relabeled or used as a
container, part or ingredient of any
other thing or substance by or for
the vendor; or

(h) "Bodily injury" or "property
damage" arising out of the sole
negligence of the vendor for its
own acts or omissions or those of
its employees or anyone else
acting on its behalf. However, this
exclusion does not apply to:

() The exceptions contained in
Subparagraphs (d) or (f); or

(ii) Such inspections,
adjustments, tests or servicing
as the vendor has agreed to
make or normally undertakes
to make in the usual course of
business, in connection with
the distribution or sale of the
products.

(2) This insurance does not apply to any
insured person or organization from
whom you have acquired such
products, or any ingredient, part or

container, entering into,
accompanying or containing such
products.

8. Additional Insured — Controlling Interest

WHO IS AN INSURED under Section C. is
amended to include as an additional insured
the person(s) or organization(s) shown in the
Declarations as an Additional Insured —
Controlling Interest, but only with respect to
their liability arising out of:

a. Their financial control of you; or

b. Premises they own, maintain or control
while you lease or occupy these premises.
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This insurance does not apply to structural
alterations, new construction and demolition
operations performed by or for that person or
organization.

Additional Insured — Owners, Lessees Or
Contractors — Scheduled Person Or
Organization

a. WHO IS AN INSURED under Section C. is
amended to include as an additional
insured the person(s) or organization(s)
shown in the Declarations as an Additional
Insured — Owner, Lessees Or Contractors,
but only with respect to liability for "bodily
injury", "property damage" or "personal
and advertising injury" caused, in whole or
in part, by your acts or omissions or the
acts or omissions of those acting on your
behalf:

(1) In the performance of your ongoing
operations for the additional
insured(s); or

(2) In connection with "your work"
performed for that additional insured
and included within the "products-
completed operations hazard", but
only if this Coverage Part provides
coverage for ‘"bodily injury" or
"property damage" included within the
"products-completed operations
hazard".

b. With respect to the insurance afforded to
these additional insureds, this insurance
does not apply to "bodily injury", "property
damage" or "personal an advertising
injury" arising out of the rendering of, or
the failure to render, any professional
architectural, engineering or surveying

services, including:

(1) The preparing, approving, or failure to
prepare or approve, maps, shop
drawings, opinions, reports, surveys,
field orders, change orders, designs or
drawings and specifications; or

(2) Supervisory, inspection, architectural
or engineering activities.

10. Additional Insured — Co-Owner Of Insured

Premises

WHO IS AN INSURED under Section C. is
amended to include as an additional insured
the person(s) or Organization(s) shown in the
Declarations as an Additional Insured — Co-
Owner Of Insured Premises, but only with
respect to their liability as co-owner of the
premises shown in the Declarations.
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The limits of insurance that apply to adamomna
insureds are described in Section D. — Limits Of
Insurance.

How this insurance applies when other insurance
is available to an additional insured is described in
the Other Insurance Condition in Section E. —
Liabilty =~ And Medical Expenses General

Conditions.

. LIABILITY AND MEDICAL EXPENSES
DEFINITIONS
1. "Advertisement" means the widespread public

dissemination of information or images that
has the purpose of inducing the sale of goods,
products or services through:

a. (1) Radio;
(2) Television;
(3) Billboard;
(4) Magazine;
(5) Newspaper;
b. The Internet, but only that part of a web
site that is about goods, products or

services for the purposes of inducing the
sale of goods, products or services; or

c. Any other publication that is given
widespread public distribution.

However, "advertisement" does not include:

a. The design, printed material, information
or images contained in, on or upon the
packaging or labeling of any goods or
products; or

b. An interactive conversation between or
among persons through a computer network.

"Advertising idea" means any idea for an
"advertisement”.

"Asbestos hazard" means an exposure or
threat of exposure to the actual or alleged
properties of asbestos and includes the mere
presence of asbestos in any form.

"Auto" means a land motor vehicle, trailer or
semi-trailer designed for ftravel on public
roads, including any attached machinery or
equipment.  But "auto" does not include
"mobile equipment”.

"Bodily injury" means physical:
a. Injury;

b. Sickness; or

c. Disease

sustained by a person and, if arising out of the
above, mental anguish or death at any time.

"Coverage territory" means:
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1.

a. The United States of America (including its
territories and possessions), Puerto Rico
and Canada;

b. International waters or airspace, but only if
the injury or damage occurs in the course
of travel or transportation between any
places included in a. above;

c. All other parts of the world if the injury or
damage arises out of:

(1) Goods or products made or sold by you
in the territory described in a. above;

(2) The activities of a person whose home
is in the territory described in a.
above, but is away for a short time on
your business; or

(3) "Personal and advertising injury"
offenses that take place through the
Internet or similar electronic means of
communication

provided the insured's responsibility to pay
damages is determined in the United States of
America  (including its territories and
possessions), Puerto Rico or Canada, in a
"suit" on the merits according to the
substantive law in such territory, or in a
settlement we agree to.

"Electronic data" means information, facts or
programs:

a. Stored as or on;
b. Created or used on; or
¢. Transmitted to or from

computer software, including systems and
applications software, hard or floppy disks,
CD-ROMS, tapes, drives, cells, data
processing devices or any other media which

are used with electronically controlled
equipment.
"Employee" includes a ‘"leased worker".

"Employee" does not include a "temporary
worker".

"Executive officer" means a person holding
any of the officer positions created by your
charter, constitution, by-laws or any other
similar governing document.

"Hostile fire" means one which becomes
uncontrollable or breaks out from where it was
intended to be.

"Impaired property" means tangible property,
other than "your product" or "your work", that
cannot be used or is less useful because:

a. It incorporates "your product" or "your work"
that is known or thought to be defective,
deficient, inadequate or dangerous; or
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b. You have failed to fulfill the termsora
contract or agreement;

if such property can be restored to use by:

a. The repair, replacement, adjustment or
removal of "your product" or "your work";
or

b. Your fulfilling the terms of the contract or
agreement.

"Insured contract" means:

a. A contract for a lease of premises.
However, that portion of the contract for a
lease of premises that indemnifies any
person or organization for damage by fire,
lightning or explosion to premises while
rented to you or temporarily occupied by
you with permission of the owner is
subject to the Damage To Premises
Rented To You limit described in Section
D. — Liability and Medical Expenses Limits
of Insurance.

A sidetrack agreement;

c. Any easement or license agreement,
including an easement or license
agreement in connection with construction
or demolition operations on or within 50
feet of a railroad;

d. Any obligation, as required by ordinance,
to indemnify a municipality, except in
connection with work for a municipality;

e. An elevator maintenance agreement; or

f. That part of any other contract or
agreement pertaining to your business
(including an indemnification of a
municipality in connection with work
performed for a municipality) under which
you assume the tort liability of another
party to pay for "bodily injury" or "property
damage" to a third person or organization,
provided the "bodily injury" or "property
damage" is caused, in whole or in part, by
you or by those acting on your behalf.
Tort liability means a liability that would be
imposed by law in the absence of any
contract or agreement.

Paragraph f. includes that part of any
contract or agreement that indemnifies a
railroad for "bodily injury" or "property
damage" arising out of construction or
demolition operations within 50 feet of any
railroad property and affecting any railroad
bridge or trestle, tracks, road-beds, tunnel,
underpass or crossing.

However, Paragraph f. does not include
that part of any contract or agreement:
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13.

14.

15.

(1) That indemnifies an  architect,
engineer or surveyor for injury or
damage arising out of:

(a) Preparing, approving or failing to
prepare or approve maps, shop
drawings, opinions, reports,
surveys, field orders, change
orders, designs or drawings and
specifications; or

(b) Giving directions or instructions,
or failing to give them, if that is the
primary cause of the injury or

damage; or
(2) Under which the insured, if an
architect, engineer or surveyor,

assumes liability for an injury or
damage arising out of the insured's
rendering or failure to render
professional services, including those
listed in (1) above and supervisory,
inspection, architectural or
engineering activities.
"Leased worker" means a person leased to
you by a labor leasing firm under an
agreement between you and the labor leasing
firm, to perform duties related to the conduct of
your business. "lLeased worker" does not
include a "temporary worker".

"Loading or unloading" means the handling of

property:

a. Atfter it is moved from the place where it is
accepted for movement into or onto an
aircraft, watercraft or "auto";

b. While it is in or on an aircraft, watercraft or
"auto"; or

c. While it is being moved from an aircraft,
watercraft or "auto" to the place where it is
finally delivered;

but "loading or unloading" does not include the
movement of property by means of a mechanical
device, other than a hand truck, that is not
attached to the aircraft, watercraft or "auto".

"Mobile equipment" means any of the following
types of land vehicles, including any attached
machinery or equipment:

a. Bulldozers, farm machinery, forklifts and
other vehicles designed for use principally
off public roads;

b. Vehicles maintained for use solely on or
next to premises you own or rent;

¢. Vehicles that travel on crawler treads;

d. Vehicles, whether self-propelled or not, on
which are permanently mounted:
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(1) Power cranes, shovels, [oagers,
diggers or drills; or

(2) Road construction or resurfacing

equipment such as graders, scrapers
orrollers;

e. Vehicles not described in a., b., ¢., or d.
above that are not self-propelled and are
maintained primarily to provide mobility to
permanently attached equipment of the
following types:

(1) Air compressors, pumps and
generators, including spraying,
welding, building cleaning,

geophysical exploration, lighting and
well servicing equipment; or

(2) Cherry pickers and similar devices
used to raise or lower workers;

f. Vehicles not described in a., b., c., or d.
above maintained primarily for purposes
other than the transportation of persons or
cargo.

However, self-propelled vehicles with the
following types of permanently attached
equipment are not "mobile equipment" but
will be considered "autos":

(1) Equipment, of at least 1,000 pounds
gross vehicle weight, designed
primarily for:

(@) Snow removal;

(b) Road maintenance, but not
construction or resurfacing; or

(c) Street cleaning;

(2) Cherry pickers and similar devices
mounted on automobile or truck
chassis and used to raise or lower
workers; and

(3) Air compressors, pumps and
generators, including spraying,
welding, building cleaning,

geophysical exploration, lighting and
well servicing equipment.

"Occurrence" means an accident, including
continuous or repeated exposure to substantially
the same general harmful conditions.

"Personal and advertising injury" means injury,
including consequential "bodily injury", arising
out of one or more of the following offenses:

a. False arrest, detention or imprisonment;
b. Malicious prosecution;
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c. The wrongful eviction from, wrongful entry
into, or invasion of the right of private
occupancy of a room, dwelling or
premises that the person occupies,
committed by or on behalf of its owner,
landlord or lessor;

d. Oral, written or electronic publication of
material that slanders or libels a person or
organization or disparages a person's or
organization's goods, products or services;

e. Oral, written or electronic publication of
material that violates a person's right of
privacy;

f. Copying, in your "advertisement", a
person’s or organization’s "advertising
idea" or style of "advertisement";

g- Infringement of copyright, slogan, or title of
any literary or artistic work, in your
"advertisement"; or

h. Discrimination or humiliation that results in
injury to the feelings or reputation of a
natural person.

"Pollutants" means any solid, liquid, gaseous or
thermal irritant or contaminant, including smoke,
vapor, soot, fumes, acids, alkalis, chemicals and
waste. Waste includes materials to be recycled,
reconditioned or reclaimed.

"Products-completed operations hazard";

a. |Includes all "bodily injury" and "property
damage" occurring away from premises
you own or rent and arising out of "your
product" or "your work" except:

(1) Products that are still in your physical
possession; or

(2) Work that has not yet been completed
or abandoned. However, "your work"
will be deemed to be completed at the
earliest of the following times:

(a) When all of the work called for in
your contract has been completed.

(b) When all of the work to be done at
the job site has been completed if
your contract calls for work at
more than one job site.

(c) When that part of the work done at
a job site has been put to its
intended use by any person or
organization other than another
contractor or subcontractor
working on the same project.
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Work that may need service, maintenance,
correction, repair or replacement, but
which is otherwise complete, will be
treated as completed.

The "bodily injury" or "property damage"
must occur away from premises you own
or rent, unless your business includes the
selling, handling or distribution of "your
product" for consumption on premises you
own or rent.

b. Does not include "bodily injury" or
"property damage" arising out of:

(1) The transportation of property, unless
the injury or damage arises out of a
condition in or on a vehicle not owned
or operated by you, and that condition
was created by the "loading or
unloading" of that vehicle by any
insured; or

(2) The existence of tools, uninstalled
equipment or abandoned or unused

materials.
"Property damage" means:
a. Physical injury to tangible property,

including all resulting loss of use of that
property. All such loss of use shall be
deemed to occur at the time of the
physical injury that caused it; or

b. Loss of use of tangible property that is not
physically injured. All such loss of use
shall be deemed to occur at the time of
"occurrence" that caused it.

As used in this definition, "electronic data" is
not tangible property.

"Suit" means a civil proceeding in which
damages because of "bodily injury", "property
damage" or "personal and advertising injury"
to which this insurance applies are alleged.
"Suit" includes:

a. An arbitration proceeding in which such
damages are claimed and to which the
insured must submit or does submit with
our consent; or

b. Any other alternative dispute resolution
proceeding in which such damages are
claimed and to which the insured submits
with our consent.

"Temporary worker" means a person who is
furnished to you to substitute for a permanent
"employee" on leave or to meet seasonal or
short-term workload conditions.

"Volunteer worker" means a person who:
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Donates his or her work;

Acts at the direction of and within the
scope of duties determined by you; and

d. Is

not paid a fee, salary or other

compensation by you or anyone else for
their work performed for you.

24, "Your product™:

a. Means:

(1)

Any goods or products, other than real
property, manufactured, sold, handled,
distributed or disposed of by:

(a) You;
(b) Others trading under your name;
or

(¢) A person or organization whose
business or assets you have
acquired; and

(2) Containers (other than vehicles),
materials, parts or equipment
furnished in connection with such
goods or products.

b. Includes:
(1) Warranties or representations made at
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quality, durability, performance or use
of "your product"; and

(2)
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The providing of or failure to proviae
warnings or instructions.

c. Does not include vending machines or
other property rented to or located for the
use of others but not sold.

25. "Your work™:

a. Means:

(1)
()

Work or operations performed by you
or on your behalf; and

Materials, parts or equipment
furnished in connection with such work
or operations.

b. Includes:

(1)

(2)

Warranties or representations made at
any time with respect to the fitness,
quality, durability, performance or use
of "your work"; and

The providing of or failure to provide
warnings or instructions.
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CONSIDERATION ITEM

CITY OF FAIR OAKS RANCH, TEXAS MUNICIPAL DEVELOPMENT DISTRICT
October 12,2022

AGENDA TOPIC: Consideration and possible action approving a Resolution amending the
MDD Financial Management Policy by adding Subsection G. Grant Award
Disbursements, under Section VI. Expenditure Control

DATE: October 12, 2022
DEPARTMENT: Fair Oaks Ranch Municipal Development District Board of Directors
PRESENTED BY: Roy E. Elizondo, MDD Secretary

INTRODUCTION/BACKGROUND:

The MDD Financial Management Policy helps to ensure the ongoing integrity of District financial
activities. Section VI., Expenditure Control, of the Policy provides guidance on expenditures. The
Policy does not currently include guidance on the processing standards for disbursement of grant
awards.

Under the Board Policy Review Procedure, the target schedule for presenting proposed changes
for consideration is the October regular meeting. Amendment of the Financial Management Policy
must be made by resolution.

POLICY ANALYSIS/BENEFIT(S) TO CITIZENS:

Documenting the authorizations and standards for disbursement of grant awards helps to reduce
the risk of errors or irregularities in the conduct of District business.
LONG-TERM FINANCIAL & BUDGETARY IMPACT:

Documented authorizations and standards for the conduct of financial transactions helps to
safeguard District assets, thereby helping to ensure the District’s resources are available for
mission accomplishment.

LEGAL ANALYSIS:

N/A

RECOMMENDATION/PROPOSED MOTION:

I move to approve the Resolution amending the MDD Financial Management Policy to adopt
Subsection G Disbursement of Grant Awards under Section VI. Expenditure Control within the
MDD Financial Management Policy.
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A RESOLUTION OF THE FAIR OAKS RANCH MUNICIPAL DEVELOPMENT
DISTRICT AMENDING THE FINANCIAL MANAGEMENT POLICY TO ADD
SUBSECTION G. GRANT AWARD DISBURSEMENT UNDER SECTION VI.
EXPENDITURE CONTROL

WHEREAS, the District maintains a Financial Management Policy to govern its financial
activities; and

WHEREAS, the Policy adopted under Resolution 2022-02 does not include guidance on the
disbursement of grant awards; and

WHEREAS, the Board desires to enhance the documentation of internal controls by adding
guidance on the disbursement of grant awards; and

WHEREAS, in accordance with District policy, the Board finds the amendment to be in
conformance with statutory requirements and prudent fiscal policy.

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE
MUNICIPAL DEVELOPMENT DISTRICT OF THE CITY OF FAIR OAKS RANCH,
TEXAS:

SECTION 1: That the amendment to the Financial Management Policy is hereby adopted as set
forth in the attached Exhibit A.

SECTION 2: The amended Financial Management Policy shall be the official investment policy
of the Fair Oaks Ranch Municipal Development District, effective immediately
upon passage of this Resolution.

SECTION 3: The recitals contained in the preamble hereof are found to be true, and such recitals
are hereby made a part of this Resolution for all purposes and are adopted as a part
of the judgment and findings of the Board of Directors.

SECTION 4: All resolutions, or part thereof, which are in conflict or inconsistent with any
provision of this Resolution are hereby repealed to the extent of such conflict, and
the provisions of this Resolution shall be and remain controlling as to the matters
resolved herein.

SECTION 5: This Resolution shall be construed and enforced in accordance with the laws of the
State of Texas and the United States of America.

SECTION 6: If any provision of this Resolution or the application thereof to any person or
circumstance shall be held to be invalid, the remainder of this Resolution and the
application of such provision to other persons and circumstances shall nevertheless
be valid, and the Board of Directors hereby declares that this Resolution would
have been enacted without such invalid provision.
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SECTION 7: This Resolution shall take effect immediately from and after its adoption and is
accordingly resolved.

PASSED, APPROVED and ADOPTED this 12t day of October, 2022.

Laura Koerner, MDD President

ATTEST: APPROVED AS TO FORM:

Roy E. Elizondo, MDD Secretary Denton Navarro Rocha Bernal & Zech,
P.C., Attorney
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FAIR OAKS RANCH MUNICIPAL DEVELOPMENT DISTRICT
FINANCIAL MANAGEMENT POLICY

Resolution 2013-01 (November 7, 2013)

Resolution 2017-01 (April 10, 2017) Appendix A to the District’s Financial Management
Policy

Changes approved at the January 12, 2022 MDD Regular Meeting. Changes ratified by:

Resolution 2022-01 (April 13, 2022)

Resolution 2022-XX (October 12, 2022) Adding Subsection G to Section VI., Expenditure
Control

October 12, 2022
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PURPOSE STATEMENT

These policies are developed by the Municipal Development District Board to guide the Board in
financial matters. The overriding goal of the Financial Management Policy is to enable the District
to achieve a long-term stable and positive financial condition while conducting its operations
consistent with state laws. The watchwords of the District’s financial management include
integrity, prudent stewardship, planning, accountability, and full disclosure.

The purpose of the Financial Management Policy is to provide guidelines for the District in planning
and directing the Board’s financial affairs.

The scope of these policies span accounting, investments, auditing, financial reporting, internal
controls, budgeting, capital program including capitalization, revenue and cash management,
expenditure control, debt management, and identity theft prevention.

ACCOUNTING, AUDITING, AND FINANCIAL REPORTING

A. ACCOUNTING - The Board will establish the chart of accounts and will properly record
and report financial activity.

B. FUNDS - Self-balancing groups of accounts are used to account for financial transactions
in accordance with generally accepted accounting principles. Each fund is created for a
specific purpose. Funds are created and fund names are changed by Board approval either
during the year or in the Board’s approval of the annual operating budget.

C. EXTERNAL AUDITING - The District’s financial statements will be audited annually by an
outside independent auditor who will conduct the District’s audit in accordance with
generally accepted auditing standards, generally accepted government auditing
standards and contractual requirements.

D. EXTERNAL AUDITORS RESPONSIBLE TO BOARD - The external auditor is accountable to
the Board and will have access to direct communication with the Board.
E. EXTERNAL AUDITOR ROTATION - The District will notrequire external auditor rotation, but

may circulate requests for proposal for audit services, periodically.

F. INTERNAL CONTROLS - The Board is responsible for ensuring a strong internal controls
environment.

OPERATING BUDGET

A PREPARATION - The District’s operating budget is the District’s annual financial operating
plan and the Board Treasurer is the Budget Officer. No later than July of each year, the
Budget is submitted to the Board for changes prior to approval. Prior to the budget’s fiscal
year, the Budget mustbe approved by the Fair Oaks Ranch City Council.

B. REPORTING - Periodic financial reports will be prepared in conformance with pertinent statutes,
regulations and policies of the Board. Financial reports will be presented to the Board at each of
its regularly called meetings and include current year revenue and expenditures and fund

balances.
C. CONTROL - Operating Expenditure Control is addressed in Section VI.
D. RECORD KEEPING - All permanent historical budget documents will be filed with the Fair

Oaks Ranch City Secretary for record keeping pursuant to State law and District resolution).
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Iv. FUND BALANCE / POLICY

A.

Fund balance shall mean the gross difference between fund assets and liabilities reflected
on the balance sheet. The District shall report fund balances per GASB54 definitions on the
balance sheet as follows:

. Non-spendable — Portion of total fund balance that is not in spendable form or required to

be maintained intact. Example: Prepaids.

. Restricted — Portion of total fund balance constrained for specific purposes by such

grantors, bondholders, higher level of government or by law.

. Committed — Portion of total fund balance constrained to specific purposes and amounts

by the Board. Only the Board can release committed funds. Example: Grants awarded by
the District.

. Assigned — Portion of total fund balance the Board designates for specific purposes as

expressed by the Board. Example: Infrastructure Improvements.

. Unassigned — Portion of total fund balance not identified in one of the above categories.

The fund balance will be managed carefully and used wisely by the Board.

V. REVENUE MANAGEMENT

A.

SIMPLICITY - The District will rely on local sales tax as its main source of recurring
revenue.

ADMINISTRATION - The benefits of a revenue will exceed the cost of producing the
revenue. The cost of collection will be reviewed as appropriate for cost effectiveness as a
part of the indirect cost, and cost of services analysis.

INTEREST INCOME - Interest earned from investment of available monies, whether pooled
or not, will be distributed to the funds in accordance with the operating budgets which,
wherever possible, will be in accordance with the equity balance of the fund from which
monies were provided to be invested.

REVENUE MONITORING - Revenues actually received will be regularly compared to
budgeted revenues and variances will be investigated.

VI. EXPENDITURE CONTROL

A.

B.

APPROPRIATIONS - Budget adjustments must be approved by the Board and City Council.

PURCHASING - The District will pay from receipts, invoices and disbursement vouchers that
have the approval of the Board President, date of approval, total dollar amount (excluding
tax), and general ledger account code. The President can authorize up to $2,000 in
addition to annual and District approved contracts, recurring charges, and approved
budgetary items. All other disbursements exceeding $2,000 require Board approval

PROFESSIONAL SERVICES - Professional services will be processed through a request for
qualifications as defined by the Texas local government code. The Board President may
execute any professional services contract, except for insurance, less than $25,000
provided there is an appropriation for such contract.
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ADMINISTRATIVE CHARGES — An Interlocal Agreement with the City will be maintained
whereby the District will pay a management fee to the City of Fair Oaks Ranch for
administrative costs performed on the District’s behalf.

PROMPT PAYMENT - All invoices will be paid 30 days of receipt in accordance with the
prompt payment requirements of State law. Procedures will be used to take advantage of
all purchase discounts where considered cost effective. However, payments will also be
reasonably delayed to maximize the District’s investable cash, where such delay does not
violate the agreed upon payment terms.

REIMBURSEMENTS - The policy of the District is that employees/board members are to be
reimbursed for necessary and reasonable district-related expenses incurred in the
authorized conduct of business. All requests for reimbursement of expenses are subject
to requirements of documentation and reasonableness, and will be honored in
conformance with adopted policies, provided that the expenditure was properly
authorized. See Appendix C for complete details.

DISBURSEMENT OF GRANT AWARDS - All grant awards must comply with the Texas Local
Government Code Chapter 377, and MDD policies and procedures. The requirements for
the release of grant funds and grant award amount must be defined in a grant award
agreement between the MDD Board and the project owner. The grant award agreement
must conform to the MDD Policy for Evaluation of Development Projects. Disbursements
of grant funds will be made after the project requirements are completed in accordance
with the requirements set forth in the grant award agreement. On a case-by-case basis,
the MDD Board may approve advance funding of a grant award by super-majority vote of
a quorum of the Board. The requirements for the advance funding arrangements must be
included in the grant award agreement and should specifically address the incremental
risks associated with advance funding.

ASSET MANAGEMENT

A.

INVESTMENTS - Investments will be conducted in accordance with the InvestmentPolicy
attached as Appendix A.

CASH MANAGEMENT - The District’s cash flow will be managed to maximize the cash
available to invest.

FIXED ASSETS AND INVENTORY - The assets will be reasonably safeguarded and properly
accounted for.

CAPITALIZATION OF CAPITAL ASSETS - The capitalization of capital assets will be
conducted in accordance with the Capitalization of Capital Assets Policy attached as
Appendix B.

FINANCIAL CONDITION / DEBT MANAGEMENT

A.

NO OPERATING DEFICITS - Current operating expenditures will be paid with current
operating revenues.

GENERAL - The District’s borrowing practices, including issuing bonds, will be conducted
in accordance with state law and the Board’s Rules of Procedure.

ANALYSIS OF FINANCING ALTERNATIVES - The District will explore other financing
alternatives in addition to long-term debt including leasing, grants and other aid,
developer contributions, and use of reserves or current monies.

5
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ANNUAL REVIEW

A. The Financial Management Policy will be reviewed bi-annually or as needed by the Board
President and Treasurer. Recommended amendments will be presented to the Board for
approval.

B. The Board, pursuant to Government Code §2256.005, shall adopt, annually, a resolution

stating the Investment Policy has been reviewed and, record any changes made thereof.
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INVESTMENT POLICY

. Policy

It is the policy of the District to invest funds in a manner which will provide the highest, reasonable
investment return with the maximum security of principal while meeting the daily cash flow demands of
the District and conforming to all federal, state, and local statutes governing the investment of public funds.
Itis also the policy of the District that the administration of its funds and the investment of those funds shall
be handled as its highest public trust.

The Investment Policy shall be adopted by Resolution as part of the Financial Management Policies. The
policy shall be reviewed and adopted by Resolution annually by the Board of Directors.

. Purpose

The purpose of this policy is to comply with Chapters 2256 and 2257 of the Texas Government Code, which
requires the adoption of a written investment policy regarding the investment of funds. The investment
policy addresses the methods, procedures and practices that must be exercised to ensure effective and
judicious fiscal management of the District’s funds.

lll.  Scope

This investment policy applies to all financial assets and funds of the District. Funds are defined in the
District’s audited Annual Financial Report. Funds are created by the Board unless specifically exempted by
the Board and this policy.

IV. General Objectives
The primary objectives, in priority order, of the District's investment activities shall be safety, liquidity,
diversification, and yield.

Safety - Safety of the principal is the foremost objective of the District. Investments shall be undertaken
in a manner that seeks to ensure the preservation of capital in the overall portfolio.

Liquidity - The investment portfolio will remain sufficiently liquid to meet all operating requirements which
might be reasonably anticipated.

Diversification - Diversification of the portfolio will include diversification by maturity and market sector.

Yield - The investment portfolio shall be designed with the objective of attaining a market rate of return,
taking into account the investment risk constraints and liquidity needs. Market rate of return may be
defined as the average yield of the current six-month US Treasury Bill. Return on investment is of secondary
importance compared to the safety and liquidity objectives described above.

Effective cash management is recognized as essential to good fiscal management. Cash Management is
defined as the process of managing monies in order to ensure maximum cash availability. The District will
effectively collect account receivables, practice prudent investment of its available cash, disburse payments
in accordance with invoice terms and manage banking services.

V. Prudence

The standard of prudence to be used by investing officials shall be the "prudent person" rule and shallbe
applied in the context of managing an overall portfolio. This rule states that “Investments shall be made
with judgment and care, under circumstances then prevailing, which persons of prudence, discretion and
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intelligence exercise in the management of their own affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as the expected income to be derived.”

Limitation of Personal Liability - Investment officials acting in accordance with this policy and in accord with
the Prudent Person Rule shall be relieved of personal liability in the management of the portfolio provided
that deviations from expectations for a specific security’s credit risk or market price change is reported in
a timely fashion and the appropriate action is taken to control unfavorable developments.

Ethics and Conflicts of Interest - Officers and employees involved in the investment process shall refrain
from personal business activity that could conflict with proper execution and management of the
investment program, or that could impair their ability to make impartial investment decisions. Employees
and investment officials shall disclose any material interests in financial institutions that conduct business
with the District. An investment official who has a personal business relationship with an organization
seeking to sell an investment to the District shall file a statement disclosing that personal business interest.
An investment official who is related within the second degree by affinity or consanguinity to an individual
seeking to sell an investment to the District shall file a statement disclosing the relationship. Astatement
required under this subsection must be filed with the Texas Ethics Commission.

VI. Delegation of Authority

The Board of Directors will appoint an Investment Officer. Responsibility for the operation of the
investment program is hereby delegated to the Investment Officer, who shall act in accordance with
established procedures and internal controls for the operation of the investment program consistent with
this investment policy. The Investment Officer shall be responsible for all investment transactions
undertaken and shall establish a system of controls to regulate the activities of subordinate officials. No
person may engage in an investment transaction except as provided under the terms of this policy and
established written procedures.

Training - Investment Officials (an Investment Committee made up of the President, Treasurer and Investment
Officer) must complete at least 10 hours of investment training within 12 months of taking office or
assuming duties, and shall attend a PFIA certified investment training course not less than once in a two
year period.

VIl. Internal Controls

The Board President is responsible for establishing and maintaining an internal control structure designed
to ensure that the assets of the entity are protected from loss, theft, or misuse. The internal controlshall
be designed to provide reasonable assurance that these objectives are met. The concept of reasonable
assurance recognizes that (a) the cost of a control should not exceed the benefits likely to be derived and
(b) the valuation of costs and benefits requires estimates and judgments by management.

VIII. Safekeeping and Custody

Authorized Financial Dealers and Institutions - The Investment Officer will maintain a list of financial
institutions and security broker/dealers authorized to provide investment/depository services.

Those firms that request to become qualified bidders for securities transactions must provide one or more
of the following as applicable: audited financial statements, proof of National Association of Security
Dealers certification, trading resolution, proof of state registrations, certification of having read the entity's
investment policy and depository contracts.

Depository Agreement - The District shall follow Section 105 of the Local Government Code when entering
into a depository agreement for normal banking services including disbursements, collections, and
safekeeping. Other banking institutions from which the District may purchase certificates of deposit will

8
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also be designated as a depository.

Delivery vs Payment - All trades except for investment pools and mutual funds will be executed by delivery
vs payment to ensure that securities are deposited in an eligible financial institution prior to the release of
funds. Securities and collateral will be held in the District’s name by a third-party custodian as evidenced
by safekeeping receipts of the institution with which the securities are deposited.

IX.  Authorized and Suitable Investments

Eligible Investments - Assets of the District may be invested in the following instruments as authorized by
the Public Funds Investment Act (Section 2256). Only those instruments listed in this section are authorized
and will be used as needed to maintain an appropriate diversified portfolio:

a. Local Government Investment Pools which meets the requirements of Chapters 2256.016-
2256.019 of the Public Funds Actand are rated no lowerthan AAA or AAA-oran equivalent rating
by at least one nationally recognized rating service.

b. Obligations of the United States or its agencies and instrumentalities.

c. Certificates of Deposit CDs issued by a depository institution that has its main office or a branch
in Texas. The CD must be guaranteed or insured by the Federal Deposit Insurance Corporation
or its successor or the National Credit Union Share Insurance Fund or its successor and secured
by obligations in a manner and amount as provided by law.

d. No-load Money Market Mutual Funds that 1) are registered and regulated by the Securities and
Exchange Commission, 2) have a dollar weighted average stated maturity of 90 days or fewer,
3) seek to maintain a net asset value of $1 per share, and 4) are rated no lower than AAA or
an equivalent rating by at least one nationally recognized rating service. The City may not
invest in money market mutual funds in the aggregate more than 80 percent of its monthly
average fund balance.

Collateralization - Collateralization will be required on all funds on deposits with a depository bank, other
than investments. To anticipate market changes and provide a level of security, the collateralization level
will be not less than one hundred two percent (102%) of market value of principal and accrued interest.

X. Investment Parameters
Diversification - See Section IV; General Objectives

Maximum Maturities - To the extent possible, the District shall attempt to match its investments with
anticipated cash flow requirements. Unless matched to a specific cash flow, the District will not directly
invest in securities maturing more than 13 months from the date of purchase. Reserve funds may be
invested in securities up to 2 years if the maturity of such investments are made to coincide as nearly as
practicable with the expected use of the funds.

Xl. Investment Strategies

The District maintains separate portfolios for individual funds that are managed according to the terms of
this Policy. The investment strategy for portfolios established after the annual Investment Policy review and
adoption will be managed to ensure that it will meet all the requirements established by the District’s
investment policy and the Public Funds Investment Act.

The District’s portfolio is maintained to meet anticipated cash needs for operations, capital projects and
debt service. In order to ensure the ability to meet obligations and to minimize potential liquidation losses,
the dollar-weighted average stated maturity of the investment portfolio shall not exceed one (1) year. The
objectives of this portfolio are to ensure safety of principal; ensure adequate investment liquidity; limit
market and credit risk through diversification; and attain the best feasible yield in accordance with the

9
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objectives and restrictions set for in this Policy.

Xll. Reporting
Methods - As required by Government Code 2256.023, on a quarterly basis, the Investment Officer shall

prepare and submit to the Board, a written report of investment transactions that have occurred since the
previous report and, the market value of current investments.

Performance Standards - The investment portfolio shall be managed in accordance with the objectives
specified in this policy (safety, liquidity, diversification, and yield). The portfolio should obtain a market
average rate of return during a market/economic environment of stable interest rates. The Investment
Officer shall determine whether market yields are being achieved by comparing the portfolio market yield
to the three (3) month U.S. Treasury Bill, the six (6) month U.S. Treasury Bill and the two (2) year U.S.
Treasury Note.

10
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CAPITALIZATION POLICY FOR CAPITAL ASSETS

The purpose of this policy is to establish a capitalization policy for auditing purposes and, to set standards
of accounting for City of Fair Oaks Ranch Municipal Development District according to Government
Accounting Standards Board Statement 34 (and subsequent relevant guidance) with regard to categories
and threshold amounts to be capitalized.

SECTION 1. Capital assets categories and thresholds are:

Land/land improvement Any amount
Buildings/building improvements $25,000
Infrastructure $25,000
Personal property $ 5,000
Leasehold improvements $25,000

SECTION 2. For clarification purposes the above items are generally defined as, but not expressly limited
to the following definitions:

Land is the purchase price or fair market value at time of gift, any commissions, professional fees, land
excavation, fill, grading, drainage, demolition of existing building (less salvage), property removal (relocation
or reconstruction) of others (railroad, telephone, and power lines), date of purchase accrued mortgage
interest and any unpaid taxes and right of way cost. Land improvements are considered to be fencing,
landscaping structure(s), parking lots, driveway, recreation areas, septic systems, and pavilions.

A building is a structure that is permanently attached to the land, has a roof, is partially or completely
enclosed by walls. A building improvement must extend the life of the building or increase the value of the
building. Examples of capitalized building improvements are structural changes & installation or upgrade
of roofing, heating & cooling systems, electrical, etc.

Infrastructure is usually considered stationary and can be preserved for a significantly greater number years
than most capital assets. They are often linear and continuous in nature. Infrastructure improvements
should extend the useful life and /or increase the value by 25% of the original cost or life period. Examples
of infrastructure are streets, curbs, gutters, sidewalks, fire hydrants, bridges, dam, drainage facility, radio
tower, water main and distribution lines, light systems and signage.

Personal property is fixed or movable tangible assets to be used for operations that has a life beyond one
year. Examples of personal property are vehicles, other motor vehicles, furnishings & equipment.

Leasehold improvements are the construction of new buildings or improvements made to existing
structures by the lessee, who has the right to use these leasehold improvements over the term of the lease.

11
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REIMBURSEMENTS

GENERAL POLICY

Travel expenses will be reimbursed for travel within the continental United States only. Reimbursement is
based upon the most economical conveyance that is reasonably available. In some cases, the District may
prepay such expenses as registration fees, hotel costs, and/or airline or other public transportation costs
directly to the entity involved.

PROFESSIONAL MEMBERSHIPS AND SEMINARS

Subject to the approval of the Board, membership to a professional association related to the District will
be reimbursed for dues. Necessary travel expenses for meetings, conferences, or seminars judged to offer
special training or information of value to the attendee, and if the meeting, conference or seminar is related
to the District, reimbursement of authorized expenses will be made.

TRAVEL AUTHORIZATION AND REIMBURSABLE EXPENSES

In and out of state travel is permissible provided that it is authorized in advance by the Board President and
does not exceed budgetary limitations.

Travel. Necessary and authorized travel expenditures in the conduct of business will be reimbursed for
actual costs of reasonable and documented expenses (furnished receipts). Reimbursable expenses will be
for food, registration, lodging, parking, tolls, transportation, and reasonable gratuities. Conference
registration checks will be made payable only to the organization sponsoring the conference. When private
automobiles are used, reimbursement is allowed on the basis of actual mileage traveled at the prevailing
federal per-mile rate for business use of a personal vehicle as noted by the Internal Revenue Service.

Overnight Travel. When travel is required for more than one consecutive day, thereby spending the night,
hotel cost, and transportation will be submitted for reimbursement based on reasonableness of the
expense and subject to the approval of the Board President. The District pays the single standard room
hotel rate only. Parking and meals will be paid based on presentation of receipts and within areasonable
cost.

Expense Report. Within five days of the date the authorized travel was concluded, the attendee shall
complete an expense report documenting actual expenses incurred on the trip which were not prepaid
directly by the District to the entity involved. A reimbursement check will be issued as approved by the
Board President.

USE OF PERSONAL VEHICLE

Use of a personal vehicle is authorized when on official District business as determined by the Board
President. Reimbursement will be for actual miles driven, as documented at the prevailing federal per-mile
rate for business use of a personal vehicle as noted by the Internal Revenue Service. The shortest distance
between points of departure and destinations for travel by personal vehicle is to be reported.

OTHER EXPENSES

Other incidental expenses are governed under the terms defined in Section VI. B. of this document.

LIMITATIONS

Costs of personal entertainment, amusements, social activities, spouse's or others' expenses, alcoholic
beverages, traffic citations, or illegal activities are not reimbursable.

The District reserves the right to limit the availability of education/training reimbursement due to budgetary
or other reasons.
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